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COMMONWEALTH War TAXES 


Increase in Commonwealth Ordinary Income Tax Payable 
by Companies 
The Commonwealth Income Tax Act No. 55 of 1941 has been amended 
by Act No. 68 of 1941. The amending Act provides that the rate of 
ordinary Commonwealth income tax payable by companies for income 
year ended June 30, 1941, (or substituted accounting period), shall 
be 48d. in £, instead of 36d. in £. 


War Tax Payable by Individuals 


Section 2 of Act 69 of 1941 provides that that Act shall come into 
operation on December 31, 1941, and the War tax provisions shall 
apply to all assessments for the financial year beginning July 1, 1941 
(i.e., year of income ended June 30, 1941, or substituted accounting 
period), and all subsequent years. 

War tax is payable on the War tax income (as defined) of every 
person (other than a company) whose War tax income exceeds £156, 
or, in the case of a member of the Defence Force having a war tax income 
which includes pay and allowances earned by him as a member of that 


Force, exceeds £200. 
Definition of War Tax Income 


The war tax income of a taxpayer is ascertained by deducting from 
his assessable income— 
(a) all allowable deductions except deductions under— 
(i) S. 72—rates and taxes (but see (b) below). 
(ii) S. 73—subscriptions to associations. 
(iii) S. 74—election expenses of candidates for Parliament. 
(iv) S. 75—expenses of eradication of pests, etc. 
(v) S. 76—cost of wire and wire netting. 
(vi) S. 78 (1) (a)—gifts and contributions. 
(vii) S. 79—concessional deductions. 
(viii) S. 80—losses of previous years. 
(ix) S. 81—statutory exemption. 
(b) Rates and land tax on property held for the purpose of producing 
assessable income. 
(c) Commonwealth income tax payable (other than Commonwealth 
War tax) in respect of income of the year of income. 
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Tax Rebate in Respect of Dependants 
In ascertaining the War tax payable by any person a rebate of £2/12/- 
per dependant is allowed in respect of the following where the taxpayer 
is a resident : 
(a) Spouse of taxpayer, or dependent relative in the case of a widow 
or widower, the conditions being the same as those contained in 
S. 79 (a); 

(b) each child under 16 years, irrespective of whether or not Child 
Endowment is payable; 

(c) mother of taxpayer, the conditions being the same as those con- 

tained in S. 79 (ba). 

However, in respect of financial year which commenced on July 1, 
1941 (i.e., year of income ended June 30, 1941, or substituted account- 
ing period), the dependant rebate is reduced by one-half, i.e., £1/6/- per 
dependant. 

Rates of Tax 

The rates payable on every £ of War tax income derived during 

income year ended June 30, 1941, and subsequent years are: 


If the War tax income Rate of tax 
per £ 
Exceeds £156 but does not exceed £162 .. .. .. .. .. 6d. 
Exceeds £162 but does not exceed £168 .. .. .. .. .. 64d. 
Exceeds £168 but does not exceed £174 .. .. .. .. .. 64d. 
Exceeds £174 but does not exceed £180 .. .. .. .. .. 63d. 
Exceeds £180 but does not exceed £186... .. .. .. .. 7d. 
Exceeds £186 but does not exceed £192... .. .. .. .. 74d. 
Exceeds £192 but does not exceed £198 .. .. .. .. .. 74d. 
Exceeds £198 but does not exceed £204 .. .. .. .. .. 73d. 
Exceeds £204 but does not exceed £210 .. .. .. .. .. 8d. 
Exceeds £210 but does not exceed £216 .. .. .. .. .. 8id. 
Exceeds £216 but does not exceed £222 .. .. .. .. .. 84d. 
Exceeds £222 but does not exceed £228 .. .. .. .. .. Sid. 
Exceeds £228 but does not exceed £234 .. .. .. .. .. 9d. 
Exceeds £234 but does not exceed £240 .. .. .. .. .. 94d. 
Exceeds £240 but does not exceed £246 .. .. .. .. .. 94d. 
Exceeds £246 but does not exceed £252 .. .. .. .. .. 93d. 
Exceeds £252 but does not exceed £258 .. .. .. .. .. 10d. 
Exceeds £258 but does not exceed £264... .. .. .. .. 104d. 
Exceeds £264 but does not exceed £270 .. .. .. .. .. 104d. 
Exceeds £270 but does not exceed £276 .. .. .. .. .. 103d. 
Exceeds £276 but does not exceed £282... .. .. .. .. 11d. 
Exceeds £282 but does not exceed £288 .. .. .. .. .. 114d. 
Exceeds £288 but does not exceed £294 .. .. .. .. .. 114d. 
Exceeds £294 but does not exceed £300 .. .. .. 2... 113d. 
Exceeds £300 .. .. ... 12d. 


The proviso to S. 7 of the War Tax Act 1941 provides that in respect 
of the financial year which began on July 1, 1941, one-half of the above 
rates shall apply. 

Marginal Reliefs 

Section 5 of Act No. 70 of 1941 provides that the War tax payable 
by any person (after deducting the dependant rebate) shall not exceed 
one-half of the amount by which the War tax income of that person 
exceeds £156, or in the case of a member of the Defence Force having 
a War tax income which includes pay and allowances earned by him 
as a member of that Force, exceeds £200. 


JAN. 
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Minimum Tax 10/- 

Notwithstanding S. 5, however, where the tax otherwise payable 
would be less than 10/-, the tax payable is 10/——-S. 6 of Act No. 70 
of 1941. 

Examples 
(a) A taxpayer’s Commonwealth taxable income from property for 
year ended June 30, 1941, was £2,000. In calculating his taxable 
income he was allowed deductions in respect of State income tax 
paid £320; child allowance £50; allowable gifts £100. 
His Commonwealth ordinary income tax is— 








OO, ok us ce ee ct te ae ee oe 6 © 
His War tax will be— 
Taxable income as above... .. .. .. .. .. £2,000 
Add back: 
State income tax .. .. .. .. .. £320 
Child allowance .. .. ........ 50 
RAs Ga ee xe a0. oe da oe 100 470 
2,470 
Deduct: 
Commonwealth income tax payable .. .. 833 
War tax income .. .. .. .. .. .. .. .- £1,637 
War tax on £1,637 @ 6d. (half rate) 
SE tg eh he ce » See 6 
Less dependant rebate... ........= 1 6 0 
——_ 39 12 6 
£872 19 2 


(b) A taxpayer’s total income for year ended June 30, 1941, was his 
salary of £208. He maintained a wife and two children under 16. 
Assessable income .. .. .. .. .. .. «. -- £208 
Less: 
Wife allowance .. .. .. .. .. .. £50 
Child allowance .. .. .. .. .. .. 100 
Statutory exemption .. .. .. .. 58 


Taxable income .. .. .. .. .. «- Nil 


Commonwealth ordinary income tax . Nil 
TE I cc +0 60: ue 08 «0 Ss £208 


Tax on £208 at 4d. in £ (half-rate) .. 43 9 4 
Dependant rebate, 3 at £1/6/- .. .. 318 O 


EE 0% dS 04 Ma ue 00 2% uh Nil 





(c) A taxpayer’s total income for year ended June 30, 1941, was her 
salary of £158. 
oo a Te 


War tax on £158 at 3d. in £ (half-rate) = 
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The tax must not, however, exceed one-half of the difference 
between her War tax income of £158 and £156. One-half of the 
difference is £1. The War tax payable is £1. 

(d) A taxpayer’s total income for year ended June 30, 1941, was £205, 
including pay and allowances as a member of the Defence Force. 


ree eer aes ww wk cs es aw ce ew OD 


War tax on £205 at 4d. in £ (half-rate) = #3 8 4 


— 


The tax in the above case must not, however, exceed one-half of 
the difference between his War tax income of £205 and £200. One- 
half of the difference is £2/10/-. The War tax payable is £2/10/-. 


a er 


Payments of Commonwealth Income Tax by Instalments 


To meet the new War tax, an amended scale of weekly tax deductions 
from salaries and wages will come into operation from and including 
the first pay day in January, 1942. 

The following table shows the weekly deductions in respect of Com- 
monwealth income and War taxes to be made from the salaries or wages 
of employees without dependants: 

Amount of weekly deduction 

Rate of employee’s salary or wages per week, to be made by employer— 

including board (15/- per week) and quarters where employee has no 
(5/- per week) dependants 


en eee ee 


10 
10 
10 
10 
10 
10 
10 
10 


33 - 


ee SS 


ll sell eal eel ool eee onal ond — — — — 
oooocoooocoocooooocoomo 


& so ¢. gs. & £ s. d. 

Exceeding 3 0 O and not exceeding 310 0 02 0 

” 3 10 0 b ” ” + 0 0 0 3 0 

a $@@ uw - ‘ 45 0 0 40 
a = > sees ; 410 0 050 
#6 sme. Clk 415 0 060 

i 2 @ gprs ra 5 00 070 
a a 2 ee : 5 5 0 09 0 | 
o 2 f 3a “ 510 0 010 0 
a 5 aes " 515 0 011 0 

5 _- a ra 6 0 0 012 0 

6 0 ” > 3? 6 10 0 0 14 0 

6 Sp « 700 016 0 

7 PN . Se i 710 0 018 0 

7 Poe . 8 0 0 1 0 

8 ews i 810 0 1 0 

8 Sa” @ te 9 0 0 1 0 

9 0 910 0 1 0 

9 So. a 10 0 1 0 

10 0 11 0 1 0 

11 0 12 0 1 0 

12 0 13 0 2 0 

13 0 14 0 2 0 

14 0 15 0 2 0 

15 0 16 0 2 0 

16 0 17 0 3 0 

0 0 3 0 


17 10 18 10 


Above £18/10/- a week the deductions | 
will be: Federal, 4/- in £1, to the nearest | 
£1. 


The above deductions will remain in force until June 30, 1942. 
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Concession for Dependants 


Where an employee has furnished to his employer a declaration show- 
ing that he wholly maintains a dependant or dependants, the amounts 
of weekly tax set out in the table will be reduced as follows: 

For a husband or wife, for a female relative having charge of an 
employee’s children under 16, for an employee’s mother, and for one 
child under 16, the tax instalment deduction is reduced by 4/- for 
Commonwealth purposes. 

For children under 16, other than the first, the tax instalment deduc- 
tion is reduced by 1/- for each child. 


Minimum Tax 


A minimum amount of 1/- is payable weekly for Commonwealth 
income tax and War tax, irrespective of the number of dependants, by 
every employee who does not produce an exemption certificate to his 
employer and who earns in excess of £3 per week. 





HuSBAND AND WIFE 


The following is a note on new Ss. 102A and 102B of the Common- 
wealth Act which were published in the December, 1941, issue of the 
journal : 

New S. 102A applies only where, after October 29, 1941 (the date 
of the introduction of the Commonwealth Budget), the wife of a tax- 
payer has acquired or acquires any property as the result of ary gift by 
the taxpayer made after October 29, 1941, or of any transfer by him 
after that date without his receiving fully adequate consideration. 
Further, the new section applies only where the taxable income derived 
by the wife during the year of income (including the income from the 
property given to her by her husband), exceeds £200. New S. 102B 
provides that S. 102A shall continue in operation so long as the Com- 
monwealth National Security Act 1939-1940 continues in operation 
and no longer. The provisions of S. 102A are mandatory. 

Where the above conditions exist, S. 102A (1) (a) provides that the 
husband will be assessed on his own taxable income only, but the rate 
of tax to be applied thereto is that which would be applicable if there 
were added to his own taxable income an amount equal to so much of 
the income from the property given by him to his wife after October 29, 
1941, as is included in the taxable income of the wife. 


Example 1: 


A husband’s own taxable income is £5,000, all derived from property. 

His wife’s total net income is £275 from dividends, the shares, in 
respect of which the income was derived, having been given to her by 
her husband after October 29, 1941. The wife’s taxable income is: 


NE re al i ee 
Statutory exemption—£200 — (£275 — 200) .... . 125 
CS FOLENS TEE Oe Se 


As the wife’s taxable income does not exceed £200, S. 102A does not 
apply. The husband is therefore taxable on £5,000 at the rate applicable 
thereto. The wife is taxable on £150 at the rate applicable to £150. 
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Example 2: 


Assume the same set of facts, except that the shares yielded £350 in 
dividends. The wife’s taxable income is: 


Net income .. . > ao ae 
Statutory exemption—£. 200 — (£350. -- ' 200) . Be 50 
Nae a Natt al alae gel dale al 


The husband is taxable on his taxable income of £5,000, but at the 
rate applicable to £5,300, representing his taxable income of £5,000 plus 
his wife’s taxable income, £300. 

As is explained below, the wife is taxable on the £300 at the rate 
applicable to £5,300. 

Section 102A (1) (b) provides, in effect, that the wife, in the above 
circumstances, is liable to pay Commonwealth income tax at the follow- 
ing rates: 

(i) On so much of the income from the property given to her by her 
husband (or the conversion thereof) as is included in her taxable 
income—at the rate payable by the husband under S. 102A 
(1) (a). 

(ii) On the remainder of her taxable income—at the rate applicable 
to a taxable income equal to that remainder. 

Example (based for purposes of illustration on 1941-1942 rates) : 
Husband’s income all from property .. .. .. .. .. .. £2,100 





Wife’s income all from property. 
Derived from— 
Gift by husband on or before October 29, 1941 .. £600 
Gift by husband after October 29, 1941 .. .. .. 300 


£900 


The husband is taxable on £2,100 at the rate applicable to £2,400, viz. : 


£2,100 at 116°6667d. in £ = £1,020/16/8. 

But for new S. 102A, the husband would have paid—#£2,100 at 
104:7619d. in £ = £916/13/4. 

The wife’s assessment will be— 

On £600 at the rate applicable to a taxable income of 


£600, viz., 30d. in é =. 5 fe © 

On £300 at the husband’s rate ‘under S. 102A (1) 
(a), viz., 116°6667d. in £ = = 145 16 8 
£220 16 8 


If S. 102A had not applied to any part of the wife’s taxable income 
she would have paid £900 at 45d. in £ = £168/15/-. 

Section 102A (2) provides that for the purposes of S. 102A, the 
part of the income from the property given to the wife by the husband, 
which is included in her taxable income, shall be the amount remaining 
after deducting from the income from the property : 

(a) The deductions allowable under the Commonwealth Act from 

that income, and 

(b) where the property is a business, such amount as, in the opinion 
of the Commissioner, represents the value of any services ren- 
dered by the wife in carrying on that business. 








= 


Nr eee 








~ ee ee 
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With regard to (a) allowable gifts, concessional deductions are 
deductible in the first place from income from personal exertion. The 
statutory exemption is deductible in the first place from income from 
property. Where the wife’s income consists wholly of income from 
personal exertion or wholly of income from property, the above deduc- 
tions should be apportioned on the basis of the assessable income from 
(a) property to the income of which S. 102A applies and (b) from all 
other sources. The same applies where one class of income consists of 
both (a) and (b). 

Income from personal Income from Property 
exertionnoneof Subject Not subject 





which is subject to to to 
S. 102A S. 102A S. 102A 
Assessable income .. .. .. .. £150 £250 £25 
Direct expenditure .. .. .. .. 2. — 10 — 
150 240 25 
Medical expenses .. .. .. £23 
Life Assurance premiums . 42 
Allowable gifts .. .. .. .. 10 
i 2 —_ - 
75 240 25 


Statutory exemption— 
£200 — (£340 — 200) = £60 


Ce. ee 55 
oor of £60... 5 
(a) £75 (b) £185 (c) £20 





(a) The £75 is taxable at the personal exertion rate applicable to a 
taxable income of £95. 
(b) The £185 is taxable at the husband’s property rate under S. 102A 
(1) (a). 
(c) The £20 is taxable at the property rate applicable to a taxable 
income of £95. 
The following example illustrates the operation of S. 102A (2) (b): 


Husband’s income derived from personal exertion .. .. .. £4,600 





Wife’s income all derived from gift by husband after October 
29, 1941, the whole of the gift having been invested in a 


business conducted by the wife .. .. .. .. £700 
In the Commissioner’s opinion, the value of the services ren- 
dered by the wife in carrying on the business is .. .. .. £312 
The husband is taxable on £4,600 at the rate applicable to 
£4,988, viz.: 
his own taxable income .. .. .. .. .. .. .. .. .- £4,600 
his wife’s income £700 less £312 .. .. .. .. .. .. 388 





£4,988 
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The wife is taxable under S. 102A (1) (b): 
(i) £388 at the husband’s personal exertion rate. 
(ii) £312 at the rate applicable to a taxable income from personal 
exertion of £312. 





JAN. 


UNDISTRIBUTED INCOME OF NON-PRIVATE COMPANIES 


Deduction of Dividends Paid Out of Taxable Income 


Section 160C (1) of the Commonwealth Income Tax Assessment 
Act provides that for the purpose of the further tax imposed on that 
portion of the taxable income of a non-private company which has not 
been distributed as dividends, that portion shall be ascertained by 
deducting from its taxable income, inter alia, the amount of dividends 
paid out of the taxable income of the year of income before the expiration 
of : 

(a) six months after the close of that year, in the case of a resident 

non-private company, or 

(b) nine months after the close of that year, in the case of a non- 

resident non-private company. 

Section 160C (4) provides that where dividends are paid either wholly 
or in part out of the net profits of a company of the year of income and 
those profits are partly liable to and partly exempt from Commonwealth 
income tax, the amount of dividends paid out of the taxable income of 
that year shall, for the purpose of ascertaining the undistributed income 
subject to further tax, be deemed to be the amount which bears the same 
proportion to the total amount of dividends paid out of those profits as 
that portion of the net profits of the income year which is liable to 
Commonwealth income tax bears to the company’s total net profits of 
the income year. 


Example: 
Trading profits of resident non-private company .. .. .. £40,000 
Exempt gold mining profits .. .. .. .. .. .. «. .. +. 8,000 


Net profits of company for year ended June 30, 1941 .. £48,000 





Assume the trading profits and the distributable income 


nr aa vs ae Ws as ba ee oe, aoe Swe, eee 
eee GUIIIEIO bg ck 5 cc ds sc wo os ce ae cues Ce 








The company, within six months of the close of the income year, paid 
a dividend of £36,000 wholly out of the net profits of that year. 

The dividend of £36,000 is apportionable under S. 160C (4) as 
follows : 

Deductible in ascertaining sufficient distribution— 


40,000 ; 
40,000 o¢ £36,000 = £30,000 
48,000 ° ~~” , 


Not deductible— 
8,000 _ of £36,000 = £6,000 


48,000 
Sufficient distribution as above .. .. .. .. .. «.. «. «+ +. £40,000 
Dividend deemed to be paid .. .. .. .. .. .. «. «- +. 30,000 


Undistributed amount subject to further tax at 2/- in Z .. 





ee es 


— —— oo 
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Section 160C (4) of the 1936-1940 Act contained a proviso to the 
effect that S. 160C (4) was not to apply to the profits or income specified 
in S. 44 (2) (b) (c) or (d) where a dividend was paid wholly and 
exclusively from the profits or income so specified. The effect of this 
proviso was that if a company paid a dividend, however small in amount, 
wholly and exclusively out of the specified exempt profits, the whole of 
those exempt profits was excluded from the apportionment provided 
for in S. 160C (4) in the case of a dividend which was paid out of a 
mixed fund of profits. 

Thus, in the preceding example the company could have declared a 
dividend of £500 wholly and exclusively out of the exempt mining 
profits of £8,000 and a further dividend of £35,500 out of its profits of 
the same year. In that event the proviso operated to permit a deduction 
of the whole of the £35,500 from the distributable income of £40,000 
leaving an undistributed amount of £4,500, instead of £10,000 as in the 
preceding example. 

In order to remedy this defect the proviso to S. 160C (4) has been 
deleted by the amending Act of 1941 and a new proviso has been inserted 
in its stead to the effect that S. 160C (4) shall not apply to the profits 
or income specified in S. 44 (2) to the extent of the amount of any 
dividend paid wholly and exclusively out of those profits or that income. 





Example: 
Trading profits of resident non-private company .. .. .. £40,000 
Exempt gold mining profits... .. .. .. 5 ee er 8,000 
Net profits of company for year ended June 30, 1941 .. .. .. £48,000 


Dividend paid wholly and exclusively out of exempt gold 





Co eer £500 
Dividend paid out of net profits .................. 35,500 
ONE GID nn on 5s cs te os we oe oe os ce cs oe os SRR 


The dividend of £35,500 is now apportionable under S. 160C (4) as 
follows : 
Deductible in ascertaining sufficient distribution— 








40,000 _ vf 
(48,000 — 500) of £35,500 = £29,895. 
Not deductible— 
7,500 ‘i " 
Seflicient distribution .. .. 2. 2. 1s cs 0s ce ce oe 2s SOOO 
Dividend deemed to be paid .. .. .. .. .. -. .. 7. ee ee == 29,895 
Undistributed amount subject to further tax at 2/- in £ .. £10,105 








It will be seen from the above example that out of the £8,000 exempt 
gold mining profits the new proviso operates to exclude only £500, i.e., 
to the extent of the dividend paid wholly and exclusively out of those 
profits. 

The above amendment applies to income year ended June 30, 1941 (or 
substituted accounting period) and subsequent years. 

The proviso to S. 103 (2) (f), which deals with dividends deemed to 
have been paid out of taxable income by private companies, was not 
amended by the 1941 Act. Doubtless this was an oversight and it is 
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likely that an amendment will be passed in the near future bringing the 
proviso to S. 103 (2) (f) into line with the amended proviso to 
S. 160C (4). 


CHILD ALLOWANCE UNDER COMMONWEALTH ACT 


A proviso has been added to S. 79 (b) of the Commonwealth Income 
Tax Assessment Act by the amending Act of 1941 to the effect that 
where Commonwealth Child Endowment is granted in respect of any 
child or children maintained by the taxpayer he shall not be allowed a 
deduction for child allowance in respect of more than one child. This 
proviso applies to income year ended June 30, 1941, and subsequent 
years. 

Also, a new paragraph (No. (baa)) has been inserted in S. 79 
which provides that where in any assessment for the financial year 
beginning on July 1, 1941 (i.e., year of income ended June 30, 1941), a 
deduction is not, because of the above proviso, allowed in respect of any 
child who attains 16 years during the period beginning on July 1, 1940, 
and ending on June 30, 1942, the taxpayer shall be allowed the following 
deduction in his assessment for income year ended June 30, 1941: 

(a) In the case of a child who attains 16 years during year ended 

June 30, 1941—a sum which bears the same proportion to £50 
as the portion of that year during which the child was under 16 
years bears to a year. 

(b) In the case of a child who attains 16 years during year ended 
June 30, 1942—a sum which bears the same proportion to £50 as 
the portion of that year during which the child is over 16 years 
bears to a year. 


Example 1 (illustrating (a) ): 
A taxpayer has three children 
(a) who attained 16 years on March 31, 1941; 
(b) aged 13 years; 
(c) aged 11 years. 

Child Endowment is payable only in respect of child (c). Under the 
new second proviso to S. 79 (b) the taxpayer is entitled to a deduction 
of £50 in his Commonwealth income tax assessment for income year 
ended June 30, 1941, in respect of one child only, namely (b). Under 
S. 79 (baa) (i) he is entitled to a deduction of three-fourths of £50 = 
£37 in respect of child (a). 

Example 2 (illustratihg (b) ) 
A taxpayer has three children 
(d) who attained 16 years on September 30, 1941; 
(e) aged 13 years; 
(f) aged 11 years. 

Child Endowment will be paid in respect of child (e) until September 
30, 1941, and in respect of child (f) for the whole of year ended June 
30, 1942. Under the new second proviso to S. 79 (b) the taxpayer is 
entitled to a deduction of £50 in his assessment in respect of child (e). 
Under S. 79 (baa) he is also entitled to a deduction of three-fourths of 
£50 = £37 in respect of child (d). 

It should be observed that the deductions provided under S. 79 (baa) 
are allowable from assessable income of year ended June 30, 1941, only. 
The Act contains no provision to continue the concession beyond that 


year. 


é 


The New South Wales Act of 1941 permits a deduction of £60 
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(previous allowance £50) in respect of each child under 16 who is wholly 
maintained by the taxpayer, apart from payments received under the 
Commonwealth Child Endowment Act in respect of such child. Thus, 
the child allowance is continued under the New South Wales Act not- 
withstanding the payment of Commonwealth Child Endowment. 


LIQUIDATORS 

A new Subsection (6) has been added to S. 215 of the Common- 
wealth Income Tax Assessment Act by the amending Act of 1941. 
Prior to this amendment, in the case of a company in liquidation, the 
payment of income tax due by the company took precedence over costs, 
charges and expenses incurred by the liquidator in winding-up the com- 
pany, including his own remuneration. 

The Commonwealth Treasurer stated that cases had been encountered 
where no amount was available to the liquidator to discharge the expenses 
of liquidation as the whole of the assets of the company had been 
absorbed in the payment of income tax. If this state of affairs had been 
permitted to continue, it would have seriously interfered with the opera- 
tion of the law relating to the winding-up of companies, as persons of 
the type required would have been reluctant to assume the responsi- 
bilities of liquidators. 

To remedy this position new S. 215 (6) provides that the Commis- 
sioner may permit liquidator’s expenses and remuneration to be paid 
in priority to Commonwealth income tax that may be payable by the 
company, if other creditors whose debts rank in priority to the liqui- 
dator’s expenses do likewise. 

The above amendment has effect as from October 13, 1939, since which 
date the previous priority of income tax had, in practice, been abandoned 
by the Commonwealth in such circumstances. 


CoMMONWEALTH REBATE IN RESPECT oF CALLS Pap 

As stated in the November, 1941, issue of the journal the right of 
deduction in respect of calls paid to certain mining companies, etc., has 
been lost for Commonwealth purposes from and including income year 
ended June 30, 1941. 

A new Section (160AA) has, however, been included in the Principal 
Act which provides that where a taxpayer has paid calls on shares to 
companies answering the above description he shall be entitled to a rebate 
in his assessment of the sum obtained by applying to the amount of the 
calls (not exceeding the taxable income of the income year in which 
they are paid) a rate equivalent to: 

(a) Where the taxpayer is not a company and the taxable income 
is derived wholly from personal exertion—one-third of the tax- 
payer’s rate, 

(b) where the taxpayer is not a company and the taxable income is 
not derived wholly from personal exertion—one-third of the tax- 
payer’s property rate, 

(c) where the taxpayer is a company—one-third of the ordinary 
company rate. 


REBATE WHERE TAXES Exceep 90 Per CENT. OF TAXABLE INCOME 
The following new section has been inserted in the Commonwealth 
Income Tax Assessment Act by the amending Act of 1941: 
“160 (1) Where in respect of the income of any year of income the 
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sum of the tax assessed under this Act and under the war-time (Com- 
pany) Tax Assessment Act 1940-1941 and the income tax imposed 
under any law of a State or of a Territory being part of the Common- 
wealth exceeds ninety per centum of an amount ascertained by adding 
to the taxable income of the taxpayer the amount of any deductions 
allowed under the provisions of paragraph (c) of subsection (1) of 
section seventy-two of this Act, a rebate shall be allowed of so much 
of that excess as bears to that excess the same proportion as the sum 
of the tax assessed under this Act and under the War-time (Company) 
Tax Assessment Act 1940-1941 bears to the sum of those taxes and 
the income tax imposed under any law of any such State or Territory. 

“(2) For the purposes of the last preceding subsection, any reference 
to tax assessed under this Act, or under the War-time (Company) Tax 
Assessment Act 1940-1941, or to any income tax imposed under any 
law of a State or Territory, shall not include any additional tax for 
which the taxpayer becomes liable by reason of any evasion or non- 
compliance with any provisions of this Act, the War-time (Company) 
Tax Assessment Act 1940-1941 or the law of the State or Territory, as 
the case may be.” 

It was pointed out in the Explanatory Notes that new S. 160 is 
designed to provide an abatement of income tax in any case where the 
effective combined rates of Commonwealth and State taxes, including 
War-time (Company) Tax, exceeds 18s. in £. In such a case, the relief 
to be given by the Commonwealth to the taxpayers concerned is accord- 
ing to the proportionate weight of tax imposed respectively by the Com- 
monwealth and the States. For example, if the combined weight of the 
tax on each £ of income is 2ls., composed of 14s. Commonwealth tax 
and 7s. State tax, the relief to be given by the Commonwealth is 2s. in 
each £. 

It is left to the States to contribute their portion of the tax abatement 
so that the combined Commonwealth and State taxes on income will not 
exceed 18s. in £. 

The proposed rebate is applicable to companies as well as to indi- 
viduals. 

New S. 160 first applies to income year ended June 30, 1941, or 
substituted accounting period. 

Example: An individual derived during year ended June 30, 1941, a 
net personal exertion income from New South Wales sources of £10,000. 
From this he is entitled to a deduction for Commonwealth purposes of 
£285 State income tax paid during the year. 

The taxes payable by him are as follows: 


New South Wales tax on £10,000: 


£6,500 @ 43d... ..... era ll 
ee ae: lll 
£2,185 8 4 
Or average rate of 4/44d... .. .. . eos, 
New South Wales super tax on £8,000 @: 12d.in£.... 400 
Commonwealth income tax on £9,715: 
ME ME, 55 se ne tc o. oe xt oe ee ae « 
PE kt we we es we on ee pe . ee ae 


£7,054 3 4 
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OB ea / 
Commonwealth war tax: 
Net income .. .. ee £10,000 0 O 
Deduct Commonwealth income tax payable 7,054 0 0 
£2,946 0 O 
Tax on £2,946 @ 6d. (half rates), say .. .. .. .. .. 74 
£9,714 


The taxpayer is, however, entitled to a rebate under S. 160 calculated 
as follows: 
Taxes payable on £10,000 (i.e., Commonwealth taxable income 











£9,715 plus State income tax paid £285) as above .. .. .. £9,714 
Tax on £10,000 at 18s. in £ (maximum tax) .. .. .. .. .. 9,000 
Amount to be rebated wf Commonwealth and New South 

eee ; be te ke be ae ee eee 
Commonwealth a pee 

7128 

9714 0% 4714 = .. tl Mave: ick Vee a' sean: <e ny eu “ee 
New South Wales rebate (not yet passed by Parliament )}— 

2586 

9714 ee ee er ee 

£714 








EXEMPTION OF Pay AND ALLOWANCES WHILST ON ACTIVE SERVICE— 
1941 ComMMONWEALTH AMENDMENT 
Section 23 (s) of the Commonwealth Income Tax Assessment Act 
has been repealed by the 1941 Act and the following new paragraph has 
been inserted in its stead: 

“(d) by omitting paragraph (s) and inserting in its stead the follow- 

ing paragraph: 

*‘(s) in the case of any person enlisted in or appointed to the Defence 
Force the pay and allowances earned by him as a member of 
that Force— 

(i) out of Australia ; 

(ii) in Australia if, within twelve months after the close of the 
year of income he embarks for service out of Australia or 
serves in a sea-going ship, and— 

(1) during the period of twelve months immediately fol- 
lowing the date on which he embarks or commences 
to serve is, for a period of, or periods which aggre- 
gate, not less than six months, on service out of 
Australia or borne in a sea-going ship; or 

(2) returns to Australia or is discharged from his ship 
owing to injury or illness; and 

(iii) in Australia until the expiration of the period of three 
months immediately following his resumption of duty in 
Australia if he is a member whose pay and allowances 
have been exempted under the preceding provisions of this 
paragraph : 

Provided that sub-paragraph (ii) or (iii) of this paragraph shall 
not apply to exempt the pay and allowances— 
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(a) earned by a member of the Defence Force who is not 
appointed as a member of a body, contingent or detach- 
ment of that Force out of Australia; or 

(b) earned by a member of the Defence Force prior to the 
date of his enlistment in or appointment to that Force for 
service beyond the limits of the Commonwealth. 

For the purposes of this paragraph— 

“Australia” does not include any Territory of the Common- 

wealth which is not part of Australia ; 

“Commonwealth” includes any Territory of the Common- 

wealth; and 

“sea-going ship” does not include a depot ship or a ship prin- 

cipally employed on or in connexion with port or harbour 
defence.’ ” 

In explanation of the above amendment, the following official State- 
ment was issued : 

“Section 23 (s), which it is proposed shall be repealed, provides for 
the exemption from income tax of the pay and allowances earned by 
certain members of the Naval, Military and Air Forces of the Common- 
wealth since the 3rd September, 1939. 

“The exemption in its present form applies to the pay and allowances 
earned by members enlisted in or appointed to the Forces for service 
outside Australia. 

“Before the exemption becomes operative, however— 

(a) military and air force personnel must embark for service out- 
side Australia after the commencement of the present war; and 

(b) naval personnel must serve in a sea-going ship after the com- 
mencement of the present war. 

“When a member of the Forces qualifies for the exemption, the pay 
and allowances earned by him during the income year preceding em- 
barkation, or service in a sea-going ship, and subsequent pay and allow- 
ances are exempted. Once the exemption becomes operative, it continues 
until the discharge of the member from, or the termination of his appoint- 
ment with, the Forces. 

“Experience has shown that the exemption, as now expressed, has 
created several anomalies, due substantially to: 

(a) The provision in the law that once the exemption begins to 
operate it continues, irrespective of whether the member returns 
to Australia or remains on service outside Australia. 

(b) The requirement that naval personnel shall actually serve in a 
sea-going ship after the 3rd September, 1939. 

(c) The requirement that members of the Military and Air Forces 
shall actually embark for service outside Australia after 3rd 
September, 1939. 

(d) Differences in the terms of enlistment, or appointment, of 
members of the respective arms of the services. 

“Under the terms of their appointment, permanent naval and air force 
personnel are required to serve anywhere at home or abroad, whereas 
the terms of appointment of permanent military personnel require them 
to serve only in Australia and the Territories. Therefore, all members 
of the Naval and Air Force, and all members of the A.I.F. automatically 
satisfy the first condition of the present exemption, viz., enlistment or 
appointment for service outside Australia. 

“Consequently, the only requirement of naval personnel to secure 
immunity from income tax on service pay and allowances for the dura- 
tion of the war is to serve in a sea-going ship after the outbreak of war. 
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The period of such service is quite immaterial—a few days is sufficient 
for the purpose. 

“Similarly, members of the A.I.F. and Air Force personnel need only 
to embark, some time after 3rd September, 1939, for service outside 
Australia in order to obtain the exemption for the duration of the war. 

“With regard to members of the permanent Military Forces, however, 
the position is entirely different. They cannot fulfil the first condition 
of the exemption unless and until they enlist in, or are appointed to, the 
A.LF. 

“The real extent of these anomalies is more easily seen when the 
terms of the present exemption are applied to members of special mis- 
sions. Representatives of each arm of the Forces may be sent abroad 
on a particular mission. They may be absent only for a few weeks. The 
effect of the present provisions of the law in such cases is that the pay 
and allowances of members of the Air Force and the Naval Forces would 
be exempt for the duration of the war whilst the members of the per- 
manent Military Forces would receive no exemption whatever. 

“Some of the other anomalies which have arisen are: 

(1) Some Naval liaison officers in London and elsewhere do not 
receive the exemption because they have not served in a sea- 
going ship since the outbreak of war. They arrived in London 
before the war. 

(2) Air Force personnel in London and elsewhere, who left Aus- 
tralia before the outbreak of war, do not come within the scope 
of the exemption, although other personnel who embarked 
from Australia after 3rd September, 1939, are exempt. 

(3) Liaison officers of the Permanent Military Forces in London 
and elsewhere are excluded from the exemption. 

“It is proposed to re-express Section 23 (s) with the object of 
removing the anomalies in the present provision. 

“Under the proposed provision the pay and allowances earned out of 
Australia by all members of the Defence Force will be exempt from 
income tax. Pay and allowances earned by members of the Forces 
stationed in Territories under the authority of the Commonwealth will 
be included in this exemption. 

“Pay and allowances earned in Australia by members of the Forces 
will be exempt on the following conditions, viz. : 

(1) The member shall, within twelve months after the close of the 
year of income, embark for service out of Australia or serve in 
a sea-going ship. 

(2) The member shall, during the period of twelve months im- 
mediately following embarkation or service in a sea-going ship, 
be on service out of Australia or ‘be borne in a sea-going ship’ 
for a period of six months or for periods aggregating six 
months. 

“It is also proposed that the exemption shall cease three months after 
the member resumes duty in Australia. A member of the Forces who 
returns to Australia, or is discharged from his ship on account of injury 
or illness will, however, continue to receive the exemption during the 
period of his injury or illness. 

“By paragraph (a) of the proviso to the proposed paragraph (s) it is 
proposed that the exemption of pay and allowances earned in Australia 
shall not apply in any case where a member of the Forces leaves Aus- 
tralia on a special mission of a temporary character. Pay and allowances 
earned outside Australia by these members of the Forces will, however, 
be exempt. 
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“By paragraph (b) of the proviso, it is proposed that the pay and 
allowances earned in Australia by a member of the Citizen or Permanent 
Military Forces prior to enlistment for service outside Australia shall 
not be exempt. 

“ ‘Australia’ is being defined not to include any Territory of the Com- 
monwealth which is not part of Australia. The object of this definition 
is to extend the exemption to be provided by paragraph (s) to personnel 
of the Forces serving in those Territories. 

“The definition of ‘Commonwealth’ to include any Territory of the 
Commonwealth accords with Section 49 of the Defence Act 1903-1941 
which provides that members of the Defence Force who are members of 
the Military Forces shall not be required, unless they voluntarily agree 
to do so, to serve beyond the limits of the Commonwealth and those of 
any Territory under the authority of the Commonwealth. The exemption 
under sub-paragraph (ii) of paragraph (s) will therefore apply to pay 
and allowances earned in Australia by a member of the Forces who has 
voluntarily agreed to serve beyond the territorial limits specified in 
Section 49 of the Defence Act 1903-1941. 

“The purpose of the definition of ‘sea-going ship’ is to exclude from 
the exemption the pay and allowances of personnel engaged on depot 
ships and ships principally employed on or in connexion with port or 
harbour defence.” 

INcoME OF DeceAsSeD RECEIVED AFTER DEATH 

New S. 101A of the Commonwealth Income Tax Assessment Act 
(see November journal, p. 559) was altered, during its passage through 
Parliament, to the effect that income of a deceased person received after 
death shall be deemed to be income to which no beneficiary is presently 
entitled. 

Section 30 of the 1941 Act provides that new S. 101A shall apply to 
all assessments for the financial year beginning on July 1, 1942. Thus, 
amounts of the above nature, received up to and including June 30, 
1942 (or close of substituted accounting period), are exempt from Com- 
monwealth income tax. Therefore, they will be subject to tax. 

This provision was also introduced during the passage of the Bill 
through Parliament. 


COLLECTION OF INCOME TAX BY INSTALMENTS 


The following addition has been made to the definition of “employee” 
in, S. 221A of the Commonwealth Act by the amending Act of 1941— 
““(c) includes any member of the Defence Force.” The object of the 
above amendment is to bring members of the Citizen Forces within the 
Commonwealth plan for the collection of income tax by instalments. 
The amendment is necessary because the relationship of employer and 
employee does not exist between the Commonwealth and these members 
of the Forces. 

Included in the definition of “salary or wages” in S. 221A of the 
Commonwealth Act was the item—‘“any payments made (a) under any 
prescribed classes of contracts to the extent to which that payment is 
attributable to labour.”” The Commonwealth Treasurer stated that the 
object of this paragraph was to provide by regulation that contracts 
which were wholly or substantially for labour should come within the 
scope of the system of collection of income tax by instalments, as these 
contractors are virtually in the position of employees. Since the enact- 
ment of the paragraph it was found that the formulation of a regulation 
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prescribing the classes of contracts would have proved to be of inordinate 
length and, most probably, would not have been sufficiently compre- 
hensive to cover all classes of contracts. Paragraph (a) was, therefore, 
deleted from the Commonwealth Act and the following paragraph has 
been inserted in its stead “(a) under any contract which is wholly or 
substantially for the labour of the person to whom the payments are 
made.” 


LEASES 
Notional Income of a Taxpayer Deriving a Premium 


As stated in the Commonwealth Treasurer’s Explanatory Memoran- 
dum, which was issued with the amending Bill of 1941, the purpose of 
S. 86 of the Commonwealth Income Tax Assessment Act is to provide 
a concessional rate of tax to be applied to premiums for leases for periods 
greater than 25 months. This provision is designed to obviate any 
inequity which might arise by requiring the payment of income tax on 
the assessment in one year of a premium for a lease extending over 
several years. The concession takes the form of replacing, for rating 
purposes, the actual net premium (i.e., the gross premium less allowable 
deductions relating thereto) by a notional income arrived at by dividing 
the actual net premium by one-half of the number of years in the term 
of the lease. Any other taxable income which may be derived by the 
taxpayer, i.e., apart from the lease premium, is aggregated with the 
lease notional income in order to determine the rate of tax payable on 
his actual total taxable income. 

Section 86 (1) (a) provides for the case where the actual taxable 
income exceeds the net premium, and S. 86 (1) (b) provides for the 
case where the actual taxable income is /ess than the net premium. Now, 
Aristotle and other prominent members of the Drones’ Club have 
repeatedly drawn attention to the rule that, in no circumstances, must 
you exclude your middle. Applying this rule to the present circum- 
stance, provision was not made in S. 86 for the case where the taxable 
income and the net premium are equal. To remedy this defect, S. 86 
(1) (b) has been amended by the 1941 Act so as to apply to those 
cases where the taxable income is not more than the net premium. 

The concession provided by S. 86 (1) applied to premiums received 
in instalments, as well as those received in a lump sum. The Common- 
wealth Government rightly considered that, where the premium is 
received in instalments extending over the term of the lease, or over a 
period greater than three years, the justification for the concessional 
rate did not exist. The effect of the concession in those cases was to 
cause an inordinately low rate of tax to be payable by the recipient of 
the premium instalments. 

With the object of remedying the above defect in the 1936 Common- 
wealth Act, S. 86 (2) has been amended by the 1941 Act, by providing 
that S. 86 shall not apply in any case “(ab) where the premium or 
premiums for the lease is or are payable in each of three or more years 
of the lease.” 

The above amendments do not apply to any premium in respect of 
any lease granted, assigned or surrendered prior to October 30, 1941. 

Section 97 (3) of the 1941 New South Wales Income Tax Manage- 
ment Act remedies the first of the above-mentioned defects by providing 
that, where the rateable income does not exceed the net premium, or the 
sum of the net premiums if there are more than one of the premiums so 
included, the rate of tax shall be... .” 
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Section 97 (4) (d) of the New South Wales Act also provides that 
S. 97 shall not apply in any case where the consideration for the lease 
is payable in each of three or more years of income. 


ALLOWANCES TO MEMBERS OF DEFENCE ForcE 

Section 26 of the Commonwealth Income Tax Assessment Act has 
been amended by the inclusion of a new paragraph therein, (ea), which 
provides that the assessable income of a taxpayer shall include “the 
value to any taxpayer, who is a member of the Defence Force, of all 
allowances given or granted in respect of his service as such a member, 
whether so given or granted in money, goods, meals, sustenance, the 
use of premises or quarters, or otherwise.” 

In support of the new paragraph it was officially stated that its 
purpose was to remove the technical discrimination previously made in 
favour of members of the Citizen Forces as compared with voluntarily 
enlisted members of the Forces. 

Section 26 (e) has the effect of including in assessable income the 
value to the employee of meals and quarters allowed to him. Section 
26 (e), however, does not apply to cause the value of quarters and 
rations allowed to members of the Citizen Forces to be assessable income 
as the relationship between the Commonwealth and these members of 
the Forces, as stated above, is not that of employer and employee. On 
the other hand, the relationship of employer and employee exists between 
the Commonwealth and voluntarily enlisted members of the Forces. 
Consequently, voluntarily enlisted personnel are assessable to income 
tax under S. 26 (e) on the value of quarters and rations allowed to them. 

The above discrimination is removed by new paragraph (ea). The 
new provision will not, however, affect the exemption granted in respect 
of pay and allowances of the A.I.F. and of members of the other arms 
of the Forces, who embark for service outside Australia or serve in a 
sea-going ship. 





Taxation of Private Companies 


Mr. A. Clunies Ross writes: 

That part of the Taxation Section in your November issue which 
refers to the possibility of treating private companies as partnerships 
for income tax purposes is of particular interest in its relation to the 
underlying principles of taxation. Some of the arguments given in 
support of changes introduced by the Fadden Budget of 1940, retained 
by the Chifley Budget of 1941, and copied in New South Wales by the 
McKell Government, seem to me to be dogmatic rather than logical. 
The fact that both parties have adopted these measures excuses this 
reference in a professional journal to what might be thought of as 
political issues. Perhaps your taxation editor could elucidate a few 
points : 

(a) We learn that the system of taxing dividends at the source “con- 
tinues in force in England to this day,” but that, though “rich in 
equity,” it proved so complicated in Australia that it was dis- 
carded. Why more complicated with a population about one- 
sixth the size? 

(b) The opinion is given that “there is nothing inherently wrong in 
taxing income more than once.” This seems to me to beg the 

question, for the point is hidden in the definition of “income.” 
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The example of the private secretary who is taxed though his 
employer cannot deduct the pay is inconclusive; the secretary 
of a charity is taxed though his employer pays no tax. Then, too, 
the non-deductibility of rent proves nothing; it is in theory 
included in the statutory exemption. The gradual or rapid extinc- 
tion of this exemption is unjustifiable except by expediency. 

(c) We are reminded that the debenture holder is taxed in full on 
his interest, hence (this is the argument) a shareholder should 
not be allowed any rebate. But debenture interest is deductible 
in the company’s return, and an equally logical argument could 
be that all dividends should be deductible. 

(d) “The needs of the revenue would not permit justice to be done” to 
the small shareholder who, in justice, should receive a refund of 
tax paid on his behalf by the company. This suggests that our 
judges and magistrates should be instructed to see that everyone 
charged with any finable offence should be fined because the needs 
of the revenue could not permit his being declared innocent. 

(e) “There is no justification for allowing the concession to prefer- 
ence shareholders”—a dogmatic assertion if ever there was one. 
Justice has now become a concession. The fixed rate of dividend 
to preference shareholders is part of a contract between them and 
the ordinary shareholders. They were encouraged to invest by 
the rate offered and are entitled to it without bearing any share 
of the income tax any more than any other “expense” of running 
the business. I do not propose to argue whether income tax is 
an expense. 

(f) If the basic principle is “that each separate person . . . should 
pay tax on his or its income,” why was the dividend rebate 
not abolished on dividends received by a resident company? 
Dividends received by company X from company Y are cer- 
tainly part of the income of company X; consistency is jettisoned 
again. 

May I add a little dogma of my own? The basic principle of income 
taxation is that the efforts of citizens lead to a certain increase in the 
wealth of the community each year, and this wealth, in part at least, can 
be measured in money. From the part of that increase received 
by each individual, a fraction is taken by the Government ; the tax being, 
in intention, a rough measure of the degree to which the existence of, 
and the protection afforded by, the Government permits the individual 
to earn and to enjoy the use of his income. A company is not an indi- 
vidual in this sense, being quite unable to earn anything, to enjoy any- 
thing, to spend anything on its own cost of living or on luxury. 

The suggested change of the method of taxing private companies is 
very good but the distinction between public and private companies is 
arbitrary. Both forms are, in fact, channels for distribution of part of 
the earnings of the citizens to them; the problem of reserves should not 
be insoluble on a just basis. 

The examples showing differences between taxation of an income on 
a partnership and on a private company basis are striking. They would 
have been even more so if they had been extended by inclusion of State 
taxes—taking New South Wales as an example. 

Finally, I should like to know why, when the Federal Government 
was looking for revenue, the deductibility of State Income Taxes was 
not abolished. There are reasonably just arguments for not allowing 
income tax as a deduction ; “just” at least as compared with those which 
were adopted. 














20 THE AUSTRALIAN ACCOUNTANT JAN. 


Does Section 95 of the Bankruptcy Act 1924-1933 
apply to Deeds of Assignment under Part XI? 


By Norman S. YOUNG, A.I.C.A. 


Lord Fitzgerald in Hardy v. Fothergill (13 A.C. 351, at p. 363) 
referred to one of the basic principles of the law relating to bankruptcy 
when he said 

“The bankruptcy law, as it now exists, seems to depend on a great principle of 
equity—the doctrine of equality—that is to say equality amongst the creditors in 
the common shipwreck, and justice and humanity to the debtor if he gives up all 
his property—everything he has—for equal distribution amongst his creditors, and 
has conformed to and has not violated the provisions of the bankruptcy law.” 

Under the Commonwealth Bankruptcy Act there are a number of 
sections directed at the enforcement of the principle that creditors shall 
receive equal treatment, the most important being S. 95, which sets out 
the circumstances under which certain specified transactions can be set 
aside by the trustee in bankruptcy where they have resulted in one 
creditor being preferred at the expense of the creditors generally. 

Since the Commonwealth Bankruptcy Act was proclaimed the Courts 
have been required to interpret the provisions of S. 95 on a large number 
of occasions and, in consequence of these decisions the principles to be 
followed in the practical application of the section are now more or less 
settled. Thus the scope of the section was finally determined by the High 
Court in Richards v. Lloyd 6 A.B.C. 150, wherein it was held that it 
was the purpose of the legislature “to hit at the result and effect of a 
debtor’s actions whatever his motive or intention may have been,” and 
that it was, therefore, unnecessary for the trustee to establish a fraudu- 
lent intent on the part of the debtor before the section could operate. 

However, it is not the purpose of this article to discuss the detailed 
provisions of the section but to consider the broad question of whether 
S. 95 can be used by a trustee administering an estate by way of a Deed 
of Assignment under Part XI of the Act. Up to the present its applica- 
tion has been taken as an accepted fact. In Robertson v. Grigg 5 A.B.C., 
at p. 209, Gavan Duffy P.J. and Starke J. said: 

“We assume without deciding that the provisions of S. 95 apply to Deeds of 
Assignment.” 

There are several reported cases of trustees under Part XI deeds 
having succeeded in setting aside transactions under this section (In re 
Simpson 8 A.B.C.; p. 235; in re Dunemann 8 A.B.C., p. 148), whilst 
in practice there has been a large number of cases where the section has 
been used without reference to the Court. Lukin J., however, has held 
_ S. 95 does not apply to a Part XI Deed (Jn re Bridge 9 A.B.C. 
235). 

The great value of S. 95 as a means of supplementing the dividend 
payable to the unsecured creditors in an administration under the Bank- 
ruptcy Act is beyond question. Under present business methods debtors 
frequently make payment to creditors or give them security notwith- 
standing that they know themselves to be insolvent in the hope that by 
so doing pressure from the particular creditor will be removed and 
further time obtained within which to try and retrieve fallen fortunes. 
It is not unusual when such transactions occur for the creditor to be 
aware of the debtor’s precise financial position, but the payment or 
security is accepted generally in the hope that no proceedings against 
the debtor will be taken under the Bankruptcy Act for six months at 
least. 
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It must be clear, therefore, that if the provisions of S. 95 do not apply 
to Part XI Deeds of Assignment (the section does not apply to Part XI 
Schemes of Arrangement and Compositions and Part XII Deeds of 
Arrangement) creditors under such deeds will be at a serious disad- 
vantage as compared with their position had the estate of the debtor 
been sequestrated. Frequently the evidence relating to the preference 
is only discovered by the trustee during the course of his administration 
of the estate and, if a deed has been accepted, it is then too late to petition 
for a sequestration order. 

S. 168 appears to have been accepted as a sufficient authority for the 
application of S. 95 to Part XI Deeds. Haslam J., in re Dunemann 
8 A.B.C., at p. 152, said: 

“The execution of the deed by the debtor was an act of bankruptcy equivalent 


to the filing of a bankruptcy petition and the making of a sequestration order 
against him. The matter is thus within S. 95 (Robertson v. Grigg (1932) 5 A.B.C., 
a 


p. 199 

S. 166 has also been relied upon as rendering S. 95 applicable to the 
Part XI Deed. (Robertson v. Grigg 5 A.B.C., at p. 209.) It becomes 
necessary to consider, therefore, whether Ss. 166 and 168 achieve this 
purpose. 

Turning first to S. 166, we find that “in all matters relating to the 
property, conveyed and assigned by the deed, or belonging to or vested 
in the debtor prior to the execution of the deed, the trustee and all persons 
bound thereby 


(a) shall be subject to the jurisdiction of the Court and 

(b) shall have the benefit and be liable to all the provisions of the 
Act as if a sequestration order had been made against the debtor 
and 

(c) shall as between themselves respectively and between themselves 
and the debtor and against a third person have the same powers 
rights duties and remedies as a trustee in bankruptcy or creditors 
of a bankrupt.” 


It is submitted that the scope of S. 166 is limited to extending to the 
trustee and the creditors under a Part XI Deed only those powers rights 
duties and remedies as are available to a trustee in bankruptcy as against 
a bankrupt person or his property, and that the particular parts of the 
Bankruptcy Act which are rendered applicable to a Part XI Deed by 
this section are Ss. 99-118 contained in Divisions 5 and 6 of Part VI of 
the Act. These sections deal with the realisation and distribution of the 
bankrupt’s property and the powers rights duties and remedies therein 
provided are to be applied in the administration of the deed except to 
the extent that the provisions of Part XI itself are inconsistent with 
their application. It is further submitted that the statutory right which 
is given io a trustee in bankruptcy under Division 4 of Part VI of the 
Act to investigate and in certain circumstances to obtain an order from 
the Court setting aside antecedent transactions entered into by the bank- 
rupt is clearly not property conveyed and assigned by the deed or 
belonging to or vested in the debtor prior to the execution of the deed. 

Turning now to S. 168 one can do no better than quote the dicta of 
the High Court in Re Adams 8 A.B.C., p. 97, as to the possible meaning 
to be attributed to this section: 

“We do not think S. 168 operates to give the debtor who executes a deed in 
pursuance of Part XI the status of a bankrupt. It is not possible to specify all the 


consequences disclosed from S. 168. . . . The affairs of the debtor are to be 
administered as in bankruptcy and no doubt the primary purpose of S. 168 was 
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to substitute in the application of the provisions of the Act to that administration 
the execution of the Deed to the act of bankruptcy the filing of the petition and 
the sequestration order, events upon which the operation of many of those pro- 
visions depend.” 

It is submitted that S. 168 does not of itself incorporate any bank- 
ruptcy provisions into Part XI but, by substituting the execution of 
the deed by the debtor as the equivalent of the act of bankruptcy, the 
filing of the petition and the sequestration order it provides the necessary 
conduit linking up and harmonising the application to the Deed of 
Assignment of those bankruptcy provisions which have been specifically 
incorporated by other sections into Part XI, but which depend for their 
operation on contingencies or events which are peculiar to bankruptcy. 

It is clear that the Part XI Deed derives all its characteristics and 
legal consequences from the express statutory provisions of Part XI. 
The broad purpose of the Part XI Deed is to provide a substitute for 
sequestration and a careful analysis of the various provisions of Part XI 
show that most of the features of an administration in bankruptcy have 
been specifically incorporated into Part XI for application in the adminis- 
tration of an estate by way of a Deed of Assignment. 

The property which vests in the trustee is limited to property which 
would be divisible amongst the debtor’s creditors under a sequestration 
order (S. 163 (1) (b)). 

The trustee to administer the deed must be a person registered under 
Part VIII of the Act and the provisions of this Part are to apply to 
every trustee administering a Deed of Assignment (S. 162 (1) and (8)). 

Every person who would be entitled to prove in bankruptcy is to be 
deemed a creditor within the meaning of Part XI (S. 169). 

The rights of creditors to a mutual credit and set-off are to be similar 
to those in bankruptcy (S. 169). 

The rights of priority creditors are to be the same as in bankruptcy 
(S. 163 (1) (a) and S. 169). 

Joint and separate estates are to be distributed as in bankruptcy (S. 
169). 

The provisions of the Bankruptcy Act with regard to committees of 
inspection are to apply to Deeds of Assignment (S. 162 (7)). 

The trustee is given powers of examination (Ss. 166 and 172). 

The realisation and distribution of the property is to be conducted in 
accordance with the provisions of Divisions 5 and 6 of Part VI of the 
Act (S. 166 and Ss. 166 and 185). A time limit is specifically imposed 
by S. 177 before the expiration of which the trustee cannot proceed with 
the realisation. 

Property in the reputed ownership of the debtor is specifically made 
available to the trustee (S. 167). 

Finally the debtor is given a statutory discharge by S. 165. 

If it has been considered necessary to specify with such particularity 
the bankruptcy provisions which are to be applied (presumably on the 
ground that as Part XI is a Part set aside for the administration of 
estates without sequestration no bankruptcy provision would normally 
apply unless specifically or impliedly incorporated) the omission to 
incorporate Division 4 of Part VI seems fatal to the application of the 
provisions of the sections contained in this Division to Part XI Deeds of 
Assignment. This Division includes S. 95 dealing with undue prefer- 
ences, S. 94 dealing with settlements and S. 92 dealing with incomplete 
executions and attachments. 

In connection with incomplete executions and attachments, however, 
Part XI deals specifically with these in S. 159. 
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Wartime Responsibilities of Business Executives 


By C. L. S. Hewitt, B.coM., A.C.A.A., A.LC.A., A.A.LS. 


These notes, which will be published each month, are intended to 
survey current emergency enactments of the Commonwealth Govern- 
ment and the additional responsibility which they place upon the business 
executive. 

Since the outbreak of war in 1939 a large number of regulations and 
proclamations has been made under the National Security Act 1939-40. 
With the declaration of war upon Japan as from December 8, 1941, 
drastic changes will be made in the Australian way of living. These 
changes will be enforced by regulation and will impose considerable 
restrictions on the normal operations of industry in peace-time. 

National Security (Road Transport) Regulations: S.R. 1941, No. 
278: These regulations empower the Minister for Transport to control 
road transport. Very wide powers are given to him to eliminate waste 
and promote efficiency in the receipt and delivery of goods. Provision 
is also made for compensation to be payable in respect of any property 
that is acquired under these regulations. Already steps have been taken 
by many private firms to rationalise their delivery services to conserve 
motor fuel and no doubt an even greater extension of this economy will 
be seen in the future. 

National Security (Rail Transport) Regulations: S.R. 1941, No. 
279: Powers similar to those given under the preceding set of regulations 
are given to the Minister for Transport to control rail transport. Com- 
plete Commonwealth co-ordination is thus secured over the operation 
of all rail services and full provision is made for the granting of priority 
to any special classes of goods or persons. 

Amendment of the National Security (Enemy Property) Regulations: 
S.R. 1941, No. 282: This amendment adds the following clause to the 
main regulations : 


“No alteration made after the commencement of this regulation 
to the memorandum of association or articles of association of a 
company incorporated under the law of any part of Australia in 
which more than twenty per centum of the number of shares are 
held by or for the benefit of enemy subjects shall have any effect 
unless and until the Controller consents thereto.” 


Amendment of the National Security (Supplementary) Regulations 
S.R. 1941, No. 297: The prohibition upon Public Holidays during the 
period from December 25, 1941, to January 3, 1942, is made in these 
regulations. The maximum period of vacation during this period was 
three days. A further section in the regulations provides for the post- 
ponement by an employer of annual leave due to any employee. Under 
certain circumstances the employer has the option of paying to his 
employees wages im lieu of holidays not granted. The closing hour of 
all shops other than those principally supplying foodstuffs or medical 
requirements is determined at 6 p.m., thus involving the abolition of the 
late shopping night. 

National Security (Exchange Control) Regulations: An Order made 
by the Treasurer dated December 2, 1941, provides that Iraq shall be 
included in the sterling area. 

National Security (Landlord and Tenant) Regulations: By Order 
made under these regulations the Minister for Trade and Customs has 
made them applicable to all dwelling houses in New South Wales with 
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a weekly rental not exceeding £4/4/-. Rents in that State are now 
pegged at the level ruling on August 31, 1939, or in those cases where 
the premises were not let on that date application must be made to a 
Fair Rents Board for the determination of a maximum rental. The 
principal regulations which replace the control by the State of rents 
contain restrictions upon the right to evict tenants and the possibility 
of raising rentals. 

Insurance Against War Risks: The Prime Minister has announced 
that the principle of insurance against war damage to property has been 
approved by Cabinet. Regulations to administer the scheme will be 
made under the National Security Act. It is intended that the insurance 
will be compulsory in respect of all buildings and fixed property and 
voluntary in respect of certain other classes of moveable property and 
personal effects. It has been stated that contributions and payments in 
respect of certain classes of the insurance will be handled by insurance 
companies. 

Sales Tax and Prices: Proprietors of proprietary lines were recently 
advised by the Commonwealth Prices Commissioner to lodge applications 
for price adjustments consequent upon the increases in sales tax rates. 
The statement emphasised the fact that retailers and wholesalers could 
not be compelled by the manufacturers of these lines to absorb part of 
the tax and thus reduce their margins. 





Accounting Concepts in Australian Legislation—II| 


By A. Ciuntes Ross, B.SC., F.1.C.A. 


V. Companies ACTs 

1. Acts 

It is unfortunate that there is no Companies Act among the 
Commonwealth Statutes. The framers of the Constitution possibly 
intended that there should be, but the opinion of jurists is against it, 
and the referendum on the subject gave a negative answer to the 
questions whether the Commonwealth should have power to pass an 
Australia-wide Act. The result is that the Acts of four States have 
adopted most of the provisions of the latest Imperial Act, but their 
draftsmen (or legislators) have had various inspirations, while the other 
two States lag behind. As one consequence, improvements are only 
piece-meal and a company formed in any one State or territory is 
“foreign” in every other. If accountants or other interested parties are 
convinced that changes are wise, six individual governments have to be 
convinced. A possible offsetting advantage is that matters arising under 
any Act can be settled within the State; they do not have to be referred 
to Canberra—or Melbourne. 


2. History of a Company 

At nearly every stage in the history of a company, the capital concept 
stands out. From the time of its birth or flotation when it has to have 
a minimum of subscribed capital before it can start business, through 
the incidents in its active life when dividends may not, in general, be paid 
out of capital, to its death or winding-up when members finally discover 
what they have lost or gained, the principle of the quantity of assets to 
be tossed about is in evidence. 
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3. Name 

I may point out that the very name of a company supplies an example 
of the old original insistence on total capital as the basis of a company’s 
credit standing. There is here a difference between British practice and 
that of (e.g.) some of the United States. We deem it essential to warn 
creditors that the capital they can attack if it becomes necessary to obtain 
payment by stringent action is limited to that which is owned by the 
company (including the rights to call up uncalled instalments on shares). 
The word “limited” has to be used. It would be interesting to discover 
how much injustice has been done to creditors in those States of the 
American Union which deem it safe to dispense with this requirement. 
As a fact, few ordinary trade creditors pay much attention to the 
monetary values of fixed assets; the possibility of obtaining payment 
by forcing the company into liquidation is only a remote consideration. 





4. Minimum Subscription 

Though the prospectus of a new company has to mention nominal 
capital and the nominal value of shares offered for subscription, the first 
indication that capital has a concrete significance is in the requirement 
for a “minimum subscription.” This necessary antecedent to operations 
has to cover three main demands (so far as they are not covered from 
other stated sources) ; they are: formation expenses, initial fixed assets, 
and “working capital.” The principle is that of the suggestion in the 
New Testament, that if the prospective builder of a tower does not 
sit down first and count the cost, he may find himself with a nice 
foundation but be mocked by all that behold it! Western Australia is 
the only State that has not adopted this protection of the investor. 

At this stage of a company’s history, little doubt can arise about the 
equivalence of the monetary figures for sources of capital and those 
attached to the kinds of capital. It is later on when the question arises 
of drawing out an increase ef capital (i.e. the amount called profit) that 
the equivalence may be questioned. 


5. Maintenance of Capital 

The typical investor in a company has in mind the amount of 
dividend he expects to receive from its operations. But, often almost 
unconsciously, he also expects that any such payment shall not involve 
a reduction in the value of that part of the total assets which is 
represented by his investment. He may not realise the difficulties of 
ascertaining whether the money he and his fellow-members have 
supplied (paid-up capital) is represented throughout the life of the 
company by an intact body of assets. He is usually content to accept 
the assurance of the directors that a stated amount of surplus does in 
fact exist and that he may accept his dividend without any fear that he 
is merely getting back part of what he paid in. He has a general idea 
that the law protects him against careless or inefficient directors. 

The Companies Acts, as a result either of wisdom or cowardice, are 
vague about the precautions that are to be taken to be sure that the 
capital is retained intact. The difficulty was recognised forty years ago by 
Viscount Halsbury— 

“It is easy to lay down as an abstract proposition that you must not 
pay dividends out of capital; but the application of that very plain 
proposition may raise questions of the utmost difficulty in their 
solution. . . . What are profits and what is capital may be a difficult 
and sometimes an almost impossible question to solve.” 

11. Dovey v. Cory (1901) A.C. 477. 
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The Acts express the abstract proposition as: “No dividend shall be 
paid otherwise than out of profits.” The British Act and those of New 
South Wales, Queensland, South Australia and Western Australia 
include this og a similar phrase in Table A. The other two States put 
it both in Table A and in the Act—presumably to prevent the inclusion 
of an article empowering directors to pay dividends any time they like. 

Victoria and Tasmania have gone still farther and imposed substantial 
penalties against “every director or manager of a company who wilfully 
pays or permits to be paid any dividend out of what he knows is not 
profits.” It is perhaps as well that the phrase does not read “out of what 
he does not know is profits”; it is somewhat easier to know what is not 
profits than to be certain of what is. In any case, the phrase comes 
very close to asking the officials mentioned to solve the almost impossible 
question. 

Obviously disputes can arise and these have led to judicial pronounce- 
ments which are summarised in text-book comments on the phrase 
quoted from Table A. The best that one such book can say is that there 
are three conflicting views. The first insists that capital must be 
represented by “available” assets; the second, that profits are to be 
deduced by comparison of net assets at the beginning and end of the 
trading period. The authors lean to the third: 

“Subject to there being no fraud and no intention to cheat creditors, 
the ascertainment of profits is to be determined by expert opinion 
working on usual and sound accounting lines (which admittedly may 
vary) in each case.”!? 

This pronouncement implies that lawyers as such cannot help 
accountants with the problem and that the member who wants support 
for his belief that his capital contribution is intact when he receives a 
dividend is dependent upon “expert opinion.” 


6. What is Profit? 


The provision by two Acts of penalties against any responsible person 
who authorises payment of dividends out of “what he knows is not 
profits” would suggest that those Acts at least should give some guides 
as to how profits are to be estimated. Common Law has penalised such 
persons so that similar indications might be expected in other Acts also. 
The requirements as to details to be given in published profit and loss 
accounts are, except in Victoria, restricted to disclosure of two items: 
fees paid to directors—solely a protection against undue generosity to 
themselves—and the amounts charged in the accounts for depreciation. 

The Victorian Act of 1938 is somewhat more specific. Section 123 
insists on more details, but in doing so caused the draftsman to suffer 
from an error of omission of accountants: because there is no other 
term available, he uses “profit and loss” three times in four lines with 
slightly different meanings. It is nearly, if not quite, time that “profit 
and loss account” was discarded in favour of a more descriptive name 
such as success or result account. This is a translation of the term 
adopted in Europe, “erfolgsrechnung.” The clumsy term “balance in 
profit and loss account” could also be well replaced, when referring to 
trading results, by “profit” or “loss,” according to whether the balance 
was on the right or wrong side—and by “surplus” or “deficit” when 
referring to those results as modified by transactions that do not form 
part of current trading. 

Making such alterations, we may set out Section 123 as requiring that 


12. Spender and Wallace: Company Law and Practice. 
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the result account shall show the surplus or deficit for the period it 
covers and shall lead up to the same by disclosing :— 


(a) The profit or loss from trading. 

One figure is all that is required, though it must of course have been 
based upon much detail and may conceal an adoption of wrong principles. 
To use as an example the so-called Profit and Loss Account of Broken 
Hill Proprietary Ltd. for the year to May 31, 1941, we find that it opens 
with a “Balance from Working Account,” which is a compliance with 
(a). The figure given is £3,390,246 19s. 1ld. An extra penny would 
have removed the air of great accuracy the figure suggests—a somewhat 
doubtful air, seeing that very large sums for depreciation are disclosed. 


(b) Income from investments and, in particular, from subsidiary 
companies. 

Such receipts may convert a loss into a surplus. The company 
mentioned shows as additions to “Net Profit from Trading” £114,051 
and £84,503 respectively. 

Incidentally the “net profit” figure is arrived at after deduction of 
an income tax provision. Can we detect an implicit suggestion that the 
“net profit” figure should be the basis of the taxes? 


(c) Amounts, if any, charged for amortisation or depreciation of (i) 
investments; (ii) goodwill; and (iii) fixed assets. 

Possibly this requirement could have been completed by omitting “if 
any” and adding a demand for an explanation if no such charge were 
made. As it is, however, the interested member has some evidence 
that the controllers of the company have given some thought to the 
significance of the monetary labels of fixed assets. 

B.H.P. Ltd. complied by showing a figure of nearly a million pounds 
set out as correct to a penny and a sum apparently correct only to the 
nearest £10 for special depreciation “connected with wartime activities.” 


(d) Any amount gained or lost as a result of a sale or revaluation of 
fixed assets. 

The draftsman said “surplus or deficit arising from,” but we are 
trying to restrict our terms to one meaning only. This disclosure is 
clearly reasonable as, if any such amount was mixed in with the trading 
result, it could produce a very unreal impression. 


(e) Transfers from reserves or provisions. 

Again a false impression would be created if such transfers were made 
in secret. Members should certainly know by how much the amounts 
put aside in earlier years have been drawn upon and why it is deemed 
safe to reduce the protection previously provided. 


“Profit and Loss Account” is certainly a misnomer for the account 
containing the details asked for, but it does show the relation between 
profit or loss and surplus or deficit. The Victorian provisions could 
well be copied by other States. 

Should disclosures go further? Recently the London Economist 
commented on the fact that, as a war measure, the British Government 
has allowed breaches of the Companies Act by the withholding of 
publication of accounts. The journal hopes that “the power to defer 
indefinitely the publication of figures, which provide the only check the 
shareholder has over management, will only be used in cases of absolute 
necessity. . .. Even if a balance sheet is impossible, shareholders should 
be given a detailed statement of profits subject to the non-disclosure of 
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a minimum of items.” (My italics.) The quotation also illustrates the 
growing recognition of the importance of result accounts as compared 
with balance sheets. 


7. Company Results and Taxation 


The argument for non-disclosure of a maximum of items (only 
slightly resisted by the Victorian provisions quoted) is based on a 
principle that more detail would tell competitors too much. The detail 
has, of course, to be provided for management and to be disclosed to 
taxation authorities. These latter are sworn to secrecy so that the 
return does not really “disclose” anything. It is open to question 
whether any great harm would be done to the company if all public 
companies had to publish their results in detail approximating to that 
given in income tax returns. If the rule were the same for all, the 
argument from competition would have little weight. Members would 
certainly know much more about the skill or inefficiency of their 
representatives ; in particular, the relation of annual profits and surpluses 
to taxable income would sometimes be very interesting. From the 
community point of view, greater detail could scarcely be anything but 
beneficial. 

Another point of connection between company policy and taxation is 
the fact that a proposed action may affect not only the surplus or deficit 
for the year but also the amount of tax. Directors know that the Acts 
charge tax not on what it may honestly believe to be available, but on 
what the rules say is income. It might be “usual and sound accounting” 
to write an amount off investments or goodwill if the balance sheet 
figures are to have any reality. But such amounts, being “capital losses,” 
are not allowable deductions so that, if the action were taken, tax would 
bear little relation to surplus shown. Reference has already been made 
to the penalty now attaching to the retention of any reserves. The 
question must arise: shall we build up a necessary reserve or avoid the 
extra tax? Finally, the limitation of the period for which losses may 
be carried forward may actually penalise compliance with the law that 
dividends must not be paid out of capital. 


8. Balance Sheet 


Under the present law, the document that is deemed to be of 
importance to members of a company is the balance sheet. All the more 
modern Acts mention a large number of facts that must be disclosed 
if relevant to the company in question. It is on this document only 
(except in Victoria) that auditors have to report. They have to give 
their opinion whether it is “properly drawn up so as to exhibit a true 
and correct view of the state of the company’s affairs.” In other words, 
they are to tell members that the monetary figures have real significance 
though, as far as those attached to fixed assets go, it is often almost 
impossible to relate them to any practical standard. 

It is not without value to compare the balance sheet of a company 
with that of a city or suburban council. In the latter, most fixed assets 
do not appear at all. An analysis of former revenue statements might 
produce a figure for the total amount spent on roads, kerbing, etc., but 
it would not have great significance. There would be advantages and 
no very great danger if fixed assets of companies were written off 
against capital payments received. Such a suggestion may sound 
somewhat revolutionary but so distinguished an authority as Lord 
Melchett, in an address on the device of the share of no par value, said: 
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“Instead of having on the left hand side of your balance sheet this 
so-called liability to your ordinary shareholders, you would simply 
have the number of shares (you just put it there as a matter of 
record) which exist, each having an equal share in the prosperity of 
the business or in its ultimate distributions in the case of liquidation, 
and, pro tanto, on the other side you would be in a position from the 
very beginning to write your fixed assets down to scrap value, and that 
is the real truth of the position in, I would say, perhaps eight cases 
out of ten where a company is started and money is brought together 
for the purpose of commencing an enterprise.” 


Victoria’s legislators some years ago had an original idea which has 
not been copied by anyone. A “private balance sheet” must be prepared, 
certified, sealed, and delivered to the Registrar-General, not to be opened 
except by order of the court. It contains the details upon which the 
published balance sheet is based, showing “among other things, the 
amount of the deduction (if any) for debts considered to be bad or 
doubtful.” It would be interesting to know why that particular debit 
in the result account was chosen for mention; there are so many other 
items worthy of special attention. The provision gives legislative 
sanction to the principle that it is not good for members to know too 
much. Incidentally, there must be many shelves full of financial secrets. 

All the more modern Acts have adopted the provision requiring a 
distinction between floating and fixed assets and a statement of the 
basis of valuation. This is better than the former absence of provision 
which allowed the publication of a mere list of figures—but a simple 
word or two like “at cost” or “at market prices” does not add much to 
the knowledge of most members. 

No Act prescribes the form in which the balance sheet is to be set 
out (except for banking companies). The previous Victorian Act did 
provide a model but, in the hope that new and better forms would be 
developed, it was dropped in the revision. It is thus possible for 
directors so to set out the figures as to make the position as clear as 
possible to members or, to the extent that they can satisfy the auditors, 
to conceal it from anyone who does not know where to look or how to 
group the figures. It is to be hoped that tradition will not be so strong 
as to allow the principle of non-disclosure to remain in control where 
it is still used. Even the two-sided form could be examined to see 
whether, after all these years and in present circumstances, it is the best. 

For instance, the latest balance sheet of Broken Hill Proprietary Ltd. 
could be set out, omitting contra amounts and stating amounts to the 
nearest £10, as:— 


FLOATING ASSETS 
Trade Debtors aed anced for Bad and 


Doubtful Debts) . .. .- £1,192,730 
Sundry Debtors .. .. .. eae See 199,040 
Amounts Owing by Subsidiary Camsesion rare: 
Stocks and Stores on Hand (at Cost or Under) 2,519,920 

4,962,680 


Government Stocks and Bonds (at Cost or Under) 136,050 
£5,098,730 
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Te GS co ce as ts se as oe Ee 
Sundry Creditors and Accruals .. .. 1,818,130 
Amounts Owing to Subsidiaries .. .. 641,320 
Bank Overdraft less Cash in Hand 665,870 
— = 3,890,590 
Working Capital .. .. .. .. .. .. .. £1,208,140 


This amount, together with Fixed Assets summarised below and shown 
on the books at £15,908,690—a total of £17,116,830—exceeds amounts 
contributed by members as follows: 


Shares of £1 each fully paid .. .. £11,396,940 

Shares of £1 each paid to 5/5 .. 616,280 

12,013,220 

Coe ON PE 5. nc sis oes 98,410 
£12,111,630 


by £5,005,200, of which £4,785,000 has been placed to General Reserve. 


Such a statement simply restates the original but is more easily 
interpreted by non-technical people. An additional comment is that 
more detail could be afforded with advantage. If the no-par idea were 
adopted, merely the floating figures would be shown with a note 
following summarising the paid-up capital. 


9. Capitalisation of Interest 


An innovation of the Imperial Act of 1929 has been copied by our Acts 
passed later. Interest on amounts paid in for the purpose of construct- 
ing assets that “cannot be made profitable for a lengthened period” may, 
under certain safeguards, be added to actual cost of construction. The 
investor buying such shares gets some of his own back in interest and 
the asset in question has its “value” inflated. There is an implication 
that monetary labels for fixed assets are not very important. 


10. Workers’ Shares 


The New South Wales Act of 1936 copied from New Zealand sections 
that permit the issue to “workers” of shares for which no money 
payment is required. The sections appear in no other Act but are a 
recognition of the facts that (i) the prosperity of the enterprise is at 
least as much dependent upon the efforts of workers (including, possibly 
to his surprise, the managing director) as upon those of the people who 
provide the capital; (ii) the safeguarding of capital is actually done by 
the workers and their welfare is bound up with the success of the 
enterprise. 

The intention behind the very general wording of the sections is that 
the residual claimant on surplus and, ultimately, on assets should be the 
workers. The “capital shareholders” should receive out of profits a 
cumulative but limited return on their investment, but the remainder, 
if any, should provide a dividend for “worker shareholders.” The 
implications of this modification (which will appear somewhat startling 
to upholders of tradition) of the customary relation between investors 
and the more human contributors to suecess are large, but space does 
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not permit discussion of them, even if they were directly relevant to 
accounting concepts. 


11. Reserves 


Another provision that implies doubt as to the exactness of money 
figures in balance sheets is contained in the Acts of New South Wales 
and Victoria. No published document may contain any representation 
that a company has a “reserve fund” unless, first, the fund “is actually 
existing” ; and, second, “the representation is accompanied by a statement 
showing the manner in which and the securities upon which the same 
is invested.” 

Unfortunately accountants themselves are not consistent in their use 
of the terms “reserve” and “reserve fund,” but a suggestion that such 
a fund might not actually exist implies that it means here an item 
appearing among the sources of capital. Among the kinds there may be 
found a corresponding specific asset, an investment “outside the 
business” ; if that is so, the actual existence cannot be doubted so long 
as the investment is correctly valued at an amount not less than the 
“fund.” But if it is invested in the business, it will not actually or fully 
exist if any of the assets is overvalued. Presumably, the section requires 
that in such a case the reserve fund should not be shown, or should 
perhaps be given another name. The B.H.P. balance sheet quoted above 
shows General Reserves of £4,785,000; it exists fully if the monetary 
labels of fixed assets are “values.” 


12. Audit 

Nowadays the relation of the auditor to the company and its members 
may almost be considered an accounting concept; we are far from the 
days of the first Companies Act whose Table A was until comparatively 
recently part of our law. It empowered the auditor to employ, at the 
expense of the company, accountants or other persons to assist him. 
He is directly concerned with the relation of capital to profit; if he is 
at variance with the directors on the matter, he has to report the fact. 
He is not protected as much as the words appear to imply by the 
statutory form of “clean certificate.” It would be an improvement if 
the term “report” were restricted to the statement he supplies if he is 
unable to give such a certificate. New South Wales has a special 
provision safeguarding the publication of the report if it is anything 
more than the statutory form—a doubtfully wise innovation. 

Three States (Victoria, Tasmania and South Australia) prohibit any 
person from reporting on a balance sheet (and, Victoria, profit and loss 
account) unless he has attained a statutory standard of accounting and 
legal knowledge. The other States follow the Imperial Act in allowing 
any person to sign reports. It is apparently believed that no company 
would appoint a man as auditor unless members were satisfied that he 
had satisfactory qualifications. The value of a certificate is obviously 
dependent upon the knowledge and care of the man who makes it. The 
legislatures have prevented anyone from calling himself a physician 
or lawyer in any effective sense unless he has studied his subject and 
proved standards by examination. The certificate or report of an 
auditor may be as important as one given by a member of another 
profession; it should be based on recognised status. As a matter of 
personal opinion, I may add that that status should not be conferred 
until the aspirant shows evidence of some acquaintance with the science 
of Economics. 
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13. Changes of Capital 

Increases in nominal, subscribed, and paid-up capital and reductions 
involving only nominal or the repayment of investment in cash do not 
touch our concepts except in the sense in which the obtaining of original 
capital touches them. Reduction to clear a deficit or reduce asset values 
—‘deficit reduction,” as it may be called—does, however, imply an 
admission that monetary labels of kinds total less than amount 
provided by creditors and members. This fact is often indicated by the 
appearance on the kinds side.of a term such as “Profit and Loss 
Appropriation Account”—which is definitely deceptive. 

Incidentally, the law should require the use of such a word as “deficit” 
and could go so far as to say that the amount should appear as a 
deduction on the sources side. It would perhaps be going rather far 
to ask for specific information such as “The net valuation of assets 
falls short of paid-up capital by £x.” 

Reverting to deficit reduction, we find that it usually involves the 
idea that creditors have been depending upon book values of fixed assets 
for their security. This is far from true, except for mortgagees of the 
said assets. Ordinary trade creditors seldom have in mind liquidation 
as a means of payment; they really expect to be paid out of current 
receipts. The question may well be raised whether the cumbersome 
legal process associated with deficit reduction is necessary. If it were 
not necessary to obtain consents, selling on credit would be done more 
carefully—with general benefit. 

Obviously, members must be consulted, if only because they should 
be told that part of the subscribed amount has gone and that a claim, 
theretofore represented, for example, by 100 shares labelled £1 each, is 
to be labelled only 100 shares of 16s. in future—and, what is more, that 
the owner is to receive dividend on £80 instead of £100. This is not 
likely to trouble members if they have had no dividend for some time. 


14. Liquidation 

In the final scenes of a company’s life, the truth about the figures on 
the kinds side is at last revealed. The rules about winding-up form a 
large part of every Companies Act. In effect, they aim at protecting 
creditors from the results of their own casualness, and members from 
avoidable heavy loss. As a matter of arriving at the net results of the 
whole history of the company, the usual loss incurred in liquidation 
should be set against dividends obtained during its life. Such an idea 
does not commend itself to taxation authorities, who murmur about 
“capital losses.” 


VI. Orner Acts 
1. Land Tax 


From the point of view of the taxpayers, land tax is similar to any 
other tax as being the cost of a licence to own assets. The basis is 
practically the same as that of local rates assessed on unimproved values. 
Objections are raised by people who are not using the land or are only 
receiving small revenue from its use. The response could be: “If you are 
not using the land for revenue purposes, the State is not to blame; the 
value put on it is the capitalisation of our idea of the net revenue you 
could get if you did use it.” Put in this way, land tax is a complicated 
form of income tax. 

At the outset, the Victorian and Commonwealth taxes were imposed 
with the object of splitting up large estates; the rates were accordingly 
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made progressive. It was apparently not foreseen that much of the tax 
would be collected from owners in built-up areas where the land could 
not be sub-divided. It is probably not too much to say that now such 
taxes are little more than methods of obtaining contributions to revenue. 
The Federal Treasurer turned to land tax in his recent (1940) extremity 
and simply doubled the rate of increase of the rate. 


2. Estate Duties 


Accountants are sometimes asked to assist solicitors in interpreting the 
varying statutory provisions governing the rights of beneficiaries. They 
are also asked to help in arriving at a figure for the value of the estate. 
mainly when it includes business assets or shares in companies. Capital 
at the date of death may be found to have a monetary label quite 
different from that set out in any accounts; the differences involve not 
only gifts during lifetime (which may, for this purpose, have to be 
included in capital or “corpus”), but also estimation of earning power. 
That accountants do not always agree on matters which should be within 
their peculiar province is shown by the valuation of shares in a certain 
private company at £20 by experts called by the beneficiaries and at £30 
by others called by the Stamp Commissioner ; the judge fixed it at £27. 

A research could be made into the variations between the various 
statutes and the consistency of their provisions. It would, however, turn 
more on social or economic principles rather than on accounting. 


3. Bankruptcy 


At last a subject on which the Commonwealth has spoken to the 
exclusion of the States! It provides a fruitful field for some accountants 
but does not involve much reference to fundamental concepts. As with 
deceased estates, the provisions operating to avoid unfairness (or even 
fraud) may lead to considerable differences between capital in the 
books of a bankrupt business and the assets that can be attached by a 
trustee. Still greater are the differences between hook figures and the 
cash finally realised—the actual capital figure. 

At one point, the provisions touch upon accounts; there are special 
penalties for a man who has once publicly admitted his inability to meet 
his liabilities and who later does it again. The Act punishes such a man 
if he has failed to keep “proper books of account”; the definition of this 
term is a fairly good definition of a set of double-entry books though a 
set that complied with it could be faulty from a strict accounting view- 
point. What is perhaps astonishing is that the penalties are reserved 
for the man who has “done it again.” Even if the legislature did not 
see fit to assist the accountancy profession by compelling everyone who 
undertook the responsibilities of business to keep books, it could hint 
that any debtor who gets into the Bankruptcy Court would receive more 
sympathetic treatment if he could produce a reasonably neat and com- 
plete set of books. The result could well be to dissuade some people 
from “setting up on their own” and ultimately reaching a position when 
not only their own capital but some of that advanced by creditors had 
been lost. 


4. Public Utility Acts 

These have grown greatly in number and importance with the growth 
of the “social service state” during the last fifty years. They could 
provide a useful study by themselves. It would no doubt be found that 
some of them passed many years ago were very definitely faulty and 
that the interpretations of their duties by administrators varied consider- 
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ably. Most provide for audit by the Auditor-General or other recognised 
official, but he is in the main limited in his duties by the old wording of 
the statutes or by the rules of the Audit Act. The research could seek 
to discover hgw far the accounts helped or hindered the achievement 
of the usual professed objective: the provision for the public of some 
commodity or service at minimum cost. For this objective, the separation 
of capital and cost is as important as it is for any trading concern 
which does not usually enjoy that temptation to waste and carelessness— 


monopoly. 
CoNCLUSION 


There is undoubtedly a growing recognition of Economics and 
Accounting as positive assistants to the welfare of the community. It is 
not long since the economist was looked upon as a gloomy theorist who 
thought only of imaginary people in an imaginary materialistic world, 
and the accountant as a person who was so immersed in figures that he 
was unable to see any one business as a whole. He may have been able 
to present a more or less intelligible summary of what had happened, but 
only the “practical” man was of any real importance. 

Nowadays the economist is being called upon for assistance in this so 
complex and confusing world and the accountant is expected both to 
provide the raw material on which the economist can base opinions, and 
to evaluate the results of the policies adopted by parliaments in conformity 
with, or against, the suggestions of the economist. 

It is sometimes forgotten that the limited company as we know it is 
scarcely a hundred years old and that taxation on anything like its present 
scale is much younger than that. Both of these developments obviously 
require accounting of an advanced status. But, during this century in 
particular, advances in physical science and changes in social relation- 
ships have moved at rates that would have seemed impossible to our 
parents. Accounting is an individual and Economics a national—or 
international—approach to the recording of these changes in figures. 

Exactly what form our post-war social organisation will take no one 
but an omniscient genius would dare to predict. Some people believe 
that the “social service state” is bound to develop still further. Others, 
that there will be a revolt against further deepening of the control of 
individual actions by State officials. Whatever happens, there can be 
little doubt that the complexities of national—and international—relation- 
ships will have to be reduced to figures and new legislation will have to 
include more of the principles that may be called definitely “accounting.” 
The alternative is the adoption of simple-sounding generalities with 
little relationship to facts. When we are built like angels, we may be 
content to work for such allotment of goods and services as a beneficent 
body of rulers may consider good for us. But until that time comes, 
money, with all its faults and possibilities of injustice, will be needed 
to give that liberty of choice which has been its historic utility. Unless 
the accountant’s work is developed to simplify the intricacies of new 
formis of ‘society, new demands on physical discoveries, chaos will ensue. 
Politicians may guess more or less correctly at what changes will be of 
benefit to their nation (or their party) ; some may even pay attention to 
the benefit of the whole world. Economists may say what is likely to be 
the result of any proposed change on the welfare of the communitv. 
It is left to the accountant to discover and to express in the only 
available language just how those policies will affect the individual—in 
his business, in his profession, even in his private life. 
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The Payment of Dividends from Unrealised 
Capital Profits 


By Ricuarp E. O’NEILL, A.1.¢.A., A.c.1.s. (Eng.) 


This article is directed towards consideration of one question and one 
question only, namely, whether or not there is in all cases and in all 
circumstances any rule of law that prevents the distribution by a company 
to its shareholders of unrealised accretions to the value of the company’s 
capital assets or, as accountants better understand the term, its fixed 
assets. It will be submitted that there is not. 


ACTUAL DISTRIBUTIONS OF UNREALISED CAPITAL PROFITS 


The point is not merely of academic interest as, in the past few years, 
there has been no small number of distributions out of unrealised capital 
profits : 

At a Special General Meeting held on October 24, 1934, the Chairman 
of Colomal Sugar Refining Co. Ltd. said, in moving a resolution to 
increase the company’s authorised capital : 

“For some years past the Board has realised that the value of the capital assets 
in the company’s balance sheet is considerably below to-day’s true market value 
and also below the cost of such assets . . . Upon this occasion, therefore, the 
Board considers it advisable to make use of the profit derived by a revaluation of 
capital assets rather than to have recourse exclusively to the capitalisation of its 
trading reserves. To that end the directors have revalued certain of the capital 
assets... 


Subsequently on November 28, 1934, the Chairman in commenting 
on the proposal to issue new shares, explained : 
“the capitalisation of the surplus arising from the revaluation of assets means 
that such assets will be written up by £3,957,564 . . . the present policy is to 
bring them in at approximately present market value. I would mention that 
during the past eighteen years the company has not at any time reduced the 
value of these assets by writing off for depreciation.” 


The sum of £3,900,000 of the amount standing to the credit of the 
Assets Revaluation Account and also the sum of £1,950,000 standing to 
the credit of Special Reserve Account was capitalised, and out of the 
total sum a dividend of £20 per share was declared to be paid and 
satisfied by the allotment and issue to each shareholder of one new 
share of £20 credited as fully paid for each share held by such shareholder. 

Towards the end of 1935 the directors of Castlemaine Brewery 
Company Melbourne Ltd. wrote up the value of a total holding of 
176,121 shares in Carlton and United Breweries Ltd. from cost at 
£119,861/5/- to a valuation of £211,345/4/-. The amount of the increase 
was transferred to the credit of Assets Revaluation Reserve and out of 
it were issued 100,000 shares of 17/6 each as fully paid-up. 

About the same time bonus distributions were made in precisely 
similar circumstances by Shamrock Brewing Co. Ltd. and by Foster 
Brewing Co. Ltd. 

In March, 1940, the shareholders of Washington H. Soul Pattinson 
and Co. Ltd. approved the issue of 100,800 shares of £1 each credited 
as fully paid from profit on the revaluation of the freehold property of 
the company. The total profit of £111,079/13/7 on such revaluation 
had been transferred to Freehold Revaluation Reserve. 
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In 1939 Stirling Henry Ltd. wrote up its assets as follows: 


Increased 
Book Values to Appreciation 
Plant and Machinery, Land .. £21,897 £27,500 £5,590 


Knitting Mills (cost) £28,148 
Less Depreciation Res. 13,043 15,105 25,000 9,895 





Spinning Mills (cost) £21,414 
Less Depreciation Res. 5,450 15,964 30,000 14,006 


£53,009 £82,500 £29,491 














The amount of appreciation £29,491 was credited to Capital Reserve 
Account and £25,000 was capitalised and distributed in the form of bonus 
shares. 

In all of these instances distributions were made from profits arising 
from unrealised accretions in the values of fixed or capital assets. True, 
in no instance did the distribution take the form of a cash dividend. In 
each, the distribution was by way of bonus shares. But it is contended 
that the principle is the same in either case: a bonus issue can be made 
only if there are profits to be capitalised ; if unrealised accretions to fixed 
assets can be treated as profits, the method of their distribution whether 
as cash dividends or bonus shares is a mere question of expediency. 


TEXTBOOK WRITERS’ OPINIONS 


Having regard to the practical importance of the matter to members of 
the profession, whether as secretaries and accountants of companies or as 
auditors, it might be thought that accountancy textbook writers would 
have dealt thoughtfully with the matter so that the student might at least 
realise its practical importance and the uncertainty of the legal position. 

Yet A. E. Barton in the 9th edition of his Australasian Advanced 
Accountancy published during 1941 says at p. 49: 

“A company cannot write up the value of a fixed asset and distribute the 
estimated profit by way of dividend amongst its shareholders. And the position 
is no different if the amount of the profit, so called, is not distributed in cash but 
is used for the purpose of paying for what is commonly called ‘a bonus issue of 
shares’ to shareholders. A company can only effectively offset against the 
nominal value of shares issued to shareholders, dividends which have been 
declared out of profits of a class which the company could legally pay out by 
way of cash dividend.” 

At p. 256 of Australian Secretarial Practice 2nd edition by Yorston 
and Fortescue, the authors say : 

“If the articles allow, capital profits may be distributed in the form of dividends 
but in such cases the profits must be actually realised and the solvency of the 
company considered.” 

R. L. Sidey at p. 216 of his Companies Formation, Management, and 
Winding-up 4th edition states : 

“Not only therefore as a matter of prudence and sound business is it inadvisable 
to take'the appreciated values of fixed assets to the credit of Profit and Loss 
Account, but it is illegal, because, prima facie, all balances at credit of that account 
are available for dividend.” 


Op AND New ARTICLES OF ASSOCIATION 
It is clear that realised appreciations may be distributed. Buckley on 
the Companies Acts 11th edition at p. 761 puts the position thus: 


“If the constitution of the company provides for or allows the division of 
realised appreciation of capital assets, there is nothing in the statute based on the 
rights of creditors or otherwise to prevent it.” 
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He goes on to say that it is the subscribed capital that must be kept 
intact ; but there is no obligation to retain capital appreciations. 

However, he notes that under most articles, appreciation would not be 
divisible as not being ‘profit arising from the business of the company.’ 
This was the form of Article under Table A of the 1862 English Act, 
and many of the decisions on what are profits available for dividend 
were given in cases where this earlier Article was in force. 

The more modern Article, however, and which is wider than the 
former Article, is that “no dividend shall be paid otherwise than out 
of profits” (Art. 91 N.S.W. Companies Act, 1936, and the same Victorian 
Companies Act, 1938). Indeed S. 367 of the present Victorian Act 
provides: “No dividend shall be payable to the shareholders of any 
company except out of profits.” And see S. 271 of the Tasmanian Act. 
Here the question is plainly not one of ascertaining what are profits 
“arising from the business of the company,” but merely of what are 
profits. 

In the former case it may well be that not even realised capital apprecia- 
tions are distributable, but under the present Article it is contended that 
even unrealised appreciations are profits that may legally be distributed. 
Spender & Wallace at p. 647 of Company Law and Practice say: 


“The cases seem to show that realised appreciations, (and possibly all apprecia- 
tions) of fixed capital may be credited to profit and loss account.” 


Palmer 16th edition, at p. 208 also leans to this view: 


“On the principle of these cases accretions to capital not realised but immediately 
realisable and proved to exist can apparently be brought in as profits, but this 
seems never to have been expressly authorised and is subject to the risk of the 
valuation which is relied upon as proving the accretions to capital values proving 
mistaken.” 


The cases referred to are Lubbock v. British Bank of South America 
(1892) 2 Ch. 198, Foster v. New Trinidad Lake Asphalte Co. Ltd. 
(1901) 1 Ch. 208, and Re Spanish Prospecting Co. Ltd. (1911) 1 Ch. 92. 


Wuat Are Prorits? 


In the last of these three cases Fletcher Moulton L.J. discussed 
generally the mode of ascertaining profits. Because it is apposite no 
apology is offered for quoting the following lengthy extract : 


“The word ‘Profits’ has in my opinion a well-defined legal meaning, and this 
meaning coincides with the fundamental conception of profits in general parlance, 
although in mercantile phraseology the word may at times bear meanings indicated 
by the special context which deviate in some respects from this fundamental sig- 
nification. ‘Profits’ implies a comparison between the state of a business at two 
specific dates usually separated by an interval of a year. The fundamental meaning 
is the amount of gain made by the business during the year. This can only be 
ascertained by a comparison of the assets of the business at the two dates. 

“For practical purposes these assets in calculating profits must be valued and 
not merely enumerated. An enumeration might be of little value. Even éf the 
assets were identical at the two periods, it would by no means follow that there 
had been neither gain nor loss, because the market value, the value in exchange, 
of these assets might have altered greatly in the meanwhile. A stock of fashionable 
goods is worth much more than the same stock when the fashion has changed. 
And to a less degree but no less certainly, the same considerations must apply to 
buildings, plant, and other fixed assets used in the business, because one form of 
business risk against which business gains must protect the trader, is the varying 
value of the fixed assets used in the business. A depreciation in value, whether 
from physical or commercial causes, which affects their realisable value, is in 
truth a business loss. 

“We start, therefore, with this fundamental definition of profits, namely, if the 
total assets of the business at the two dates be compared, the increase which they 
show at the later date as compared with the earlier date (due allowance, of course, 
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being made for any capital introduced into or taken out of the business in the 
meanwhile) represents in strictness the profits of the business during the period 
in question. But the periodical ascertainment of profits in the business is an 
operation of such practical importance as to be essential to the safe conduct of 
the business itself. To follow out the strict consequences of the legal conception 
in making out the accounts of the year would often be very difficult in practice. 

“Hence, the strict meaning of the word ‘profits’ is rarely observed in drawing 
up the accounts of firms or companies. These are domestic documents designed 
for the practical guidance of those interested, and so long as the principle on 
which they are drawn up is clear their value is diminished little, if at all, by certain 
departures from this strict definition, which lessen greatly the difficulty of making 
them out. 

“Hence, certain assumptions have become so customary in drawing up Balance 
Sheets and Profit and Loss Accounts that it may almost be said to require special 
circumstances to induce ‘parties to depart from them. For instance, it is usual 
to exclude gains and losses arising from causes not directly connected with the 
business of the Company—such, for instance, as a rise in the market value of 
land occupied by the Company. The value assigned to trade buildings and plant 
is usually fixed according to an arbitrary rule by which they are originally taken 
at their actual cost and are assumed to have depreciated by a certain percentage 
each year, though it cannot be pretended that any such calculation necessarily 
gives their true value either in use or in exchange. These, however, are merely 
variations of practice of individuals. They rest on no settled principle. They 
mainly arise from the sound business view that it is better to under-rate than to 
over-rate your profits, since it is impossible for you to foresee all the risks to 
which a business may in future be exposed. For instance, there are many ;sound 
businessmen who feel bound to take account of the depreciation in value of business 
premises (or in the value of plant specially designed for the production of a 
particular article) although they would not take account of appreciation in the 
same arising from like causes. 

“To render the ascertainment of the profits of a business of practical use, it 
is evident that the assets, of whatever nature they may be, must be represented 
by their money values. But, as a rule, these assets exist in the shape of things or 
rights and not in the shape of money. The debts owed to the Company may be 
good, bad, or doubtful. The figure inserted to represent stock-in-trade must be 
arrived at by a valuation of the actual articles. Property, of whatever nature it 
may be, acquired in the course of the business has a value varying with market 
conditions. 

“It will be seen that in almost every item of the account a question of valuation 
must come in. In the case of a Company like that with which we have to deal in 
the present case this process of valuation is often exceedingly difficult because 
the property to be valued may be such that there are no market quotations and 
no contemporaneous sales or purchases to afford a guide to its value. It is not 
to be wondered at, therefore, that in many cases Companies that are managed in 
a conservative manner avoid the difficulty thus presented and content themselves 
by referring to assets of a speculative type without attempting to affix any specific 
value to them. But this does not in any way prevent the necessity of regarding 
them as forming a part of the assets of the Company which must be included in 
the calculation by which de facto profits are arrived at. Profits may exist in kind 
as well as in cash. For instance, if a business is, so far as assets and liabili- 
ties are concerned, in the same position that it was in the year before, with the 
exception that it has contrived during the year to acquire some property—say, 
mining rights—which it had not previously possessed, it follows that those mining 
rights represent the profits of the year, and this whether or not they are specifically 
valued in the annual account. 

“But although there is a wide field for variation of practice in these estimations 
of profits in the domestic documents of a firm or a Company, this liberty ceases 
at once when the rights of third persons intervene. For instance, the revenue 
has a right to a certain percentage of the profits of a Company by way of income 
tax. The actual profit and loss accounts of the Company do not in any 
way ‘bind the Crown in arriving at the tax to be paid. A Company may wisely 
write off liberally under the head of depreciation, but they will be only allowed 
to deduct the sum representing the actual depreciation for the purpose of calculating 
the profits for income tax. The same would be the case if a person had a right 
to receive a certain percentage of the profits made by the Companies. 

“In the absence of special stipulations to the contrary, ‘profits,’ in cases where 
the rights of third parties come in, mean actual profits, and they must be calculated 
as closely as possible in accordance with the fundamental conception to which I 
have referred.” 
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Two DEcIsions ON CAPITAL PROFITS 


Against this background it is informative to consider the two earlier 
decisions, in both of which there were realised capital accretions. In 
Lubbock v. British Bank of South America (1892) 2 Ch. 198, a banking 
company with a paid-up capital of £500,000, sold part of its undertaking 
for £875,000; after deducting the paid-up capital and other incidental 
expenses there remained a net balance of £205,000; the directors pro- 
posed to treat this balance as profit: 

Held: that the £205,000 was profit on capital, and not part of the 
capital itself, and that the directors would be justified in carrying this 
sum to the profit and loss account, and after appropriating to the reserve 
fund so much as they thought proper, might distribute the remainder 
as dividends. 

On the other hand is the decision in Foster v. New Trinidad Lake 
Asphalt Co. Ltd. (1901) 1 Ch. 208. Here, among the assets taken over in 
1897 by a new company on the purchase of the undertaking of an old 
company, there were promissory notes for $100,000 given in 1894 to the 
old company by the B company: these notes, which had never been 
considered of any value, and had never appeared as assets in the balance 
sheet of the new company, had recently been paid off with arrears of 
interest, and the directors proposed to treat the whole sum as a windfall 
in the nature of an unexpected profit and divisable as dividends. 

Held: that the $100,000 ought not to be distributed as dividend 
without reference to the other business or assets of the company. 

It might appear that these two decisions are contradictory and, further, 

that they do not support the argument submitted. It is clear, however, 
that had the company in the latter case been willing to have regard to 
the result of the whole accounts fairly taken for the year, capital as well 
as profit and loss, the Court would not have held against distribution. 
As Byrne J. said: 
“it is a recognised and accepted principle of commercial accountancy that nothing 
of it may not properly be brought into profit and loss account or be taken into 
account in ascertaining the amount available for dividend. That appears to me 
to depend upon the result of the whole accounts for the year. It is clear, I think, 
that an appreciation in total value of capital assets, if duly realised by sale or 
getting in of some portion of such assets, may in a proper case be treated as 
available for the purposes of dividend.” 


THE AMMONIA Sopa CASE 


It is further submitted that the fact of realisation was in neither case 
essential to the decision. The decision in Ammonia Soda Company Ltd. 
v. Chamberlain (1918) 1 Ch. 266 goes a long way to support the view 
that unrealised capital profits may legally be distributed. 

In the course of his judgment Peterson J., the trial judge, comment- 
ing on expert evidence that— 

“it is, a recognised and accepted principle of commercial accountancy that nothing 
should be taken into profit unless it is first realised,” said, at p. 275: “This, how- 
ever, goes too far, for stock and book debts are habitually brought into profit 
and loss account before being realised, and probably Sir Woodburn Kirby (the 
witness) intended to confine his statements to fixed assets. I am not satisfied that 
the proposition that it is contrary to all principles of commercial accountancy to 
utilise an increase in the value of a fixed asset for the purpose of getting rid of a 
debit which represents loss of paid-up capital is not too wide. It may be a precept 
of prudence and yet be far removed from the sphere of the categorical imperative.” 


_ The action in this case was one by the company against its former 
directors for paying away capital in the form of dividends. The company 











40 THE AUSTRALIAN ACCOUNTANT JAN. 


was one formed to develop and work as brine land a certain property. 
In the course of working, an unsuspected bed of rocksalt was discovered. 

It was desired to raise additional capital, but the profit and loss was 
then substantially in debit. On a resolution of the Board two of the 
directors made a revaluation of the land and which was adopted by the 
Board and subsequently by the company in general meeting. As a 
result, the value of the land was written up by £20,542, the correspond- 
ing credit going to Reserve Account against which £12,991 being loss 
on trading and other items to the amount of £3,480 were written off. 

The additional capital was obtained and subsequently dividends total- 
ling £13,116 were paid thereon. The company alleged that the previous 
loss on trading (the greater part of which was due to depreciation of 
buildings, plant and machinery) which had been written off should have 
been made good out of profits before there were any profits available 
for dividend. The action failed. 

After finding that the valuation was honestly made and that the dis- 
covery of the salt beds had increased the value of the land, Peterson J. 
said: 

“Assuming that a company ought to keep the value of its assets up to the amount 
of its liabilities and paid-up capital, or, in other words, to see that its paid-up 
capital is intact, why should it be absolutely precluded from stating the true value 
of its assets? If an agricultural company had land under which valuable coal 
measures are discovered it is difficult to see why it should not be allowed to show 
in the balance sheet the increased value of its lands. If it is necessary or proper 
that a company shall maintain its assets at the amount of its paid-up capital and 
liabilities, there would not appear to be anything illegitimate in showing that the 
assets are equal to the paid-up capital and liabilities. Nor for this purpose can it 
matter that the increased value is due to the fixed assets.” 


UPHELD By CourT OF APPEAL 


It is true that the decision is not a direct authority for the treatment 
of an unrealised increase in value of a fixed asset as profit available for 
dividend. Perhaps all it establishes is that in a bona fide writing up of 
fixed assets the accretion may be used to eliminate a debit balance on 
profit and loss. (The dividends were in fact paid out of current profits 
earned subsequently to the date up to which the loss had been incurred. ) 

But if the accretion can be credited to profit and loss account, as he 
decided, then it is submitted that, provided paid-up capital is kept intact 
and that the articles are not contrary, it is then profit available for 
dividend. 

In dismissing an appeal by the company the Court of Appeal decided 
the case on the ground that there is nothing to prevent a company paying 
dividends out of current profits even though there is in profit and loss 
a debit representing a loss incurred in previous years. The Court thus 
upheld the decision of Peterson J. without determining the question he 
had dealt with. Warrington L.J., however, was of the opinion that the 
judgment of the trial judge was right, and he said, p. 293: 

“But if I am wrong in this view (outlined in the paragraph above), the case is 
made quite clear by accepting the view of the directors and treating the land as 
of the value at which they entered it in the balance sheet. If I am right that they 
honestly and reasonably believed it to be of this nature, they were clearly entitled 
so to treat it in the balance sheet; and the effect of so doing was to establish that 
there was no deficiency of paid-up capital, and no ground, therefore, for applying 
the restriction to which I have above alluded. The fund out of which the dividends 
were paid would then clearly be profits even if such restriction existed, as in my 
opinion it did not.” 

It has been said that the authority of the Lee v. Neuchatel series of 
decisions, which include those the writer has used in this argument, was 
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severely shaken by comments of the Lords in Dovey v. Cory (1901). In 
the Ammonia Soda Case, however, Scrutton L.J. decidedly regarded 
that line of decisions as still binding, and expressed the view that a much 
clearer expression was required from the House of Lords than that in 
Dovey v. Cory before one can treat those decisions of the Court of 
Appeal as overruled. 


Tue ARTICLES AND BUSINESSMEN’S DISCRETION 


It is not for one moment contended that the proposition put forward 
is unarguable. But accountancy textbook writers have roundly stated 
the opposite view as unquestionable. As previously stated, the writer 
confines his argument to those cases where the Articles are of the form: 
“No dividend shall be paid otherwise than out of profits.” It is recog- 
nised that, as was pointed out by both Fletcher Moulton L.J. and 
| Farwell L.J. in In re Spanish Prospecting Co. Ltd., the profits arising 
from the business of a company are not necessarily the same as the 
profits of that company. 

Perhaps the importance of the form of the Articles in determining 











the question under consideration, is best illustrated in words of Younger 
J. in Wall v. London and Provincial Trust Ltd.. (1920) 1 Ch. 45. In 
this case the Articles provided that dividends should be paid out of “net 
profits arising out of the business of the company.” In the course of 
judgment Younger J. said: 

“It was an erroneous method of estimating their profits to have brought in as 
part of the profits of the year an increase, or nominal increase, of the value of their 
property in Africa (Bolton v. Natal Land & Colonisation Co.). And this state- 
ment in respect of companies adopting the double account system is, I think, of 
universal application. . . . The truth is that in accounts kept as this company is 
required to keep its accounts an appreciation in capital assets can never increase 
the dividend fund. If for the purpose of dividend a company like this desires to 
gain the benefit of an appreciation in capital values it must adopt the single account 
system and, as a consequence, value its entire assets for the purpose of every 
i dividend distribution.” 

The last sentence of this extract might be emphasised in support of 
the main argument here put forward. 

Finally, too little attention is usually given to the oft-stated reluctance 
of the Courts in cases of this kind to interfere with the discretion of 
directors who have the management and conduct of a company’s affairs 
and who exercise that discretion fairly and honestly. The determination 
of what are profits depends in large part on the proper use of that 
discretion and, as shown by the examples given at the beginning of this 
article of actual distributions made out of unrealised capital profits, 
fixed assets may be written up and the profit revealed may in proper 
cases and in proper circumstances be treated by businessmen as available 
for dividend even when it is not realised profit. 
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Balance Sheet Construction 


By Harry A. BEECH, F.I.C.A., A.A.1.S., A.C.LS. 


It is profoundly disappointing and beyond understanding that 
Balance Sheets of so many companies and firms continue to be published 
in haphazard and meaningless fashion. The writer, however, is aware 
that any departure from the old orthodox “lay-out” is frowned upon by 
many as being too futuristic or “highbrow.” That these Balance 
Sheet “Constructionists” are merely sheltering behind this bogey in 
their desire to withhold from the shareholders a sensible presentation 
of figures as will enable them to understand, is a possible reason for 
their attitude. The only other reasons for presenting a meaningless 
Balance Sheet must be either a desire or the urge to follow the multitude 
like “Brown’s cows” or a sheer lack of appreciation of what a share- 
holder should be entitled to receive as a “mere” part-owner of the 
business! Of course, there are others besides the shareholders who are 
vitally concerned with published Balance Sheets, and these are: 


(1) Business executives and owners who are really desirous of 
revising the policy of their business. 

(2) Prospective investors in the shares of the company and pros- 
pective purchasers of a business or interests in partnerships. 

(3) Banks, general finance houses and other financiers who have been 
approached to accommodate the business by financial advances 
against debentures and other securities. 

(4) Commercial houses, such as wholesale merchants, who are con- 
sidering the granting of extended credit for merchandise to be 
supplied, and lastly, but not leastly— 

(5) Those keen trade “competitors” who for obvious reasons are 
always delving or quizzing into the financial affairs of their 
successful business “rivals.” 


Suffice to state that all of the above category should be able to “read” 
a Balance Sheet—that is, to get a “picture” of the contents and place 
an intelligent construction on the state of all assets and liabilities (or 
more correctly all debit and credit balances) and the value of the 
“relation” of one asset or debit balance to another or to a particular 
liability or credit balance and vice versa. 

Although with a little practice the “reading” of an intelligently drawn 
Balance Sheet can be acquired, it is not surprising to find many people 
who look upon a Balance Sheet as a sort of “nightmare.” Others imagine 
a Balance Sheet to be beyond their powers of interpretation—that such 
can, be read only by a “financial wizard.” Such is their reaction to the 
badly-drawn and meaningless Balance Sheet! They can hardly be 
blamed! 

It may be hard to believe, but there are many directors of companies 
who have never acquired the ability to “lay-out,” let alone “read,” a 
Balance Sheet, and yet these same directors year after year sign Balance 
Sheets for publication and submission to shareholders! 

There is no valid reason why a person of average intelligence should 
not be able to “read” a Balance Sheet, and with the same interest as a 
good story book. 

A Balance Sheet is a statement of debit balances and credit balances 
of a capital nature showing the financial position of a particular business 
or undertaking as at the date at which it is made up. These debit 
balances appear under the heading of “Assets” in the orthodox form of 
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Balance Sheet, whilst the credit balances appear under the heading of 
“Liabilities.” 

If the total of the “Assets” exceed the total of the “Liabilities” a 
business is said to be solvent, whereas if the total “Liabilities” exceed 
the total “Assets” the business is said to be insolvent. 

Notwithstanding the appearance of “Accumulated Losses” or a debit 
balance of Profit and Loss A/c appearing under the heading of “Assets,”’ 
such is definitely not an Asset and therefore must be excluded in arriving 
at the total “Assets.” 

Likewise, “Accumulated Profits” consisting of General Reserves, 
credit balances of Profit and Loss A/c’s or Appropriation A/c’s, are 
not liabilities although shown under the heading “Liabilities” in the 
orthodox Balance Sheets. They are liabilities to the owners of the 
business but are not liabilities owing to the outside creditors of the busi- 
ness. Consequently, in arriving at the total “Liabilities” these must be 
excluded. Paid-up Capital also appearing on the liabilities side must 
also be excluded. 

The headings of the orthodox Balance Sheet, viz., “Liabilities” and 
“Assets,” are not strictly correct. Nevertheless, the general practice 
is {to show these headings as such, although quite frequently one sees 
intelligence displayed in heading the “Liabilities” side of the Balance 
Sheet as “Liabilities and Capital” or “Liabilities and Shareholders’ 
Funds”—this would be quite correct, as “Accumulated Profits” in the 
form of General Reserves and Credit Balances of Profit and Loss or 
Appropriation A/c’s are really accretions to the original capital con- 
tributed by the shareholders or owners to the business. 

As to the layout or formation of the “assets” and “liabilities” in a 
Balance Sheet, both should be intelligently grouped. If they are not, it 
is necessary, in order to “read” the Balance Sheet, to re-cast it and group 
them correctly. Suffice to say here, however, that the assets should appear 
in their order of liquidity, that is in the order in which they would be 
readily realisable. For example, Cash should be shown first, Investments 
next, Stocks next, Debtors next, then other assets in order of realisa- 
bility, with “intangible” assets (that is, those assets which are of a 
“nominal” or potential nature only) the last to be shown. As regards 
the “liabilities,” they should appear in their order of priority, that is, 
current liabilities should be stated first, with liabilities due at some future 
time shown last. 

So much for the “orthodox” Balance Sheet. 

As previously indicated in my opening remarks, those responsible 
for the construction or “get-up” of Balance Sheets are the main cause 
of the ordinary business man’s inability really to understand or “read” 
them. In fact those so-called “Constructionists” are often themselves 
minus that little necessary intelligence required to “lay-out” a Balance 
Sheet in such form as would assist those Balance Sheet readers to obtain 
a more intelligent grip of the “story” depicted by the figures contained 
therein. So, after all, poor Mr. Balance Sheet Reader is not entirely to 
blame when he finds himself confronted with the haphazardly drawn 
Balance Sheet ! 

It is this fact which has prompted me to contribute this article to your 
valued journal. 

I am all for intelligently drawn Balance Sheets, which pave the way 
for easy interpretation and analyses, for it is only by sound intelligent 
analysis and comparison of the current year’s Balance Sheet with those 
of previous years that one can really determine the financial weaknesses 
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or strength at a given date and whether or not the general finances are 
improving, declining or dormant. 

For example, Percentages or “Ratios” can deduce quite a story in 
their relation to the figures in a Balance Sheet, the most picturesque— 
and valuable—being the percentage of: 


(a) “Liquid” Assets to “Current” Liabilities. 

(b) Total “Current” Assets to “Current” Liabilities. 

(c) Total “Fixed” Assets to “Shareholders’ Funds.” 

(d) Total “Liabilities” to “Shareholders’ Funds.” 

(e) Each classification of “Current” Assets to “Working” Capital. 

(f) “Current” Liabilities to “Working” Capital. 

g) “Current” Assets to “Shareholders’ Funds.” 

h) “Current” Liabilities to “Shareholders’ Funds.” 

) “Intangible” Assets to “Shareholders’ Funds.” 

) “Working Capital” to “Shareholders’ Funds.” 

k) “Working Capital” to “Current” Liabilities (margin of current 
assets over current liabilities). 


It is quite evident, therefore, that Balance Sheets should be drawn up 
in such form as will show all such percentage ratios clearly set out in 
“black and white.” Why not? Why anybody should be compelled to 
rearrange the figures in a Balance Sheet and work out such vital infor- 
mation for himself is beyond my understanding. 

To make my point clear, the Balance Sheet which follows is that of 
a well-known Wholesale Mercery Manufacturing Company, and which, 
in comparison with many others, can be said to be a reasonably well- 
drawn example of an “Orthodox” Balance Sheet. 


THE POPULAR MANUFACTURING CO. LTD. 
Balance Sheet as at 30th June, 19.... 








LIABILITIES ASSETS 
AUTHORISED CAPITAL— Caom we GEAR os sc 0 ce ve £34 
29,736 7% Pref. Shares of £1 Funps In Lonpon .. .. .. .. 2,164 

EN no nay 4dacnb 0% 0k. oe ee ES OE 5 0's cackdice, Se 
50,000 9% Pref. Shares of £1 Sunpry Destors .. .. £83,269 
nt oa. 50,000 Less—Provision for Bad 
340,528 Ordinary ‘Shares of & Doubtful Debts .. 4,620 
10/- each .. .. . .« 170,264 a 
Bitts RECEIVABLE .. .. 357 
“£250,000 PAYMENTS IN ADVANCE 505 
Less — Unallotted Shares Buritpinc & Property .. 147,880 
(10,528 Ordinary Shares) 5,264 Less—Mortgage .. .. . 40,000 
—_—_ — 107,880 
ISSUED CAPITAL cote PLant & MACHINERY .. 68,336 
paid) . ‘ . £244,736 Less—Provision for De- 
BANK OVERDRAFT AND De- Oreceeess ww... we oe ERD 
PN 6a as ks 4s uc ss SR —_-_ 49,167 
TravE Crepitors .. .. .. .. 11,247 SwHares In Otruer Com- 
PROVISION FOR TAXATION .. 4,333 OS eae ou a 
GENERAL RESERVE .. .. Gee ‘GUWURE 2. 5c co ce vc 10,000 
Prorit & Loss APPROPRIATION 
eee ee a 
£363,981 £363,981 








Now compare the “lay-out” of above Balance Sheet with the following 
one, which latter form, I advocate, should be universally adopted : 
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The foregoing Balance Sheet reveals at a glance the extent and com- 
position of the Company’s “Working Capital.” It obviates the necessity 
of preparing any separate statement to arrive at such information which 
would be the case if the Balance Sheet had been set out in “orthodox” 
form. In other words it gives its readers an immediate “bird’s eye” view 
of the financial condition of the Company instead of giving them figures 
which are set out in meaningless fashion. 

The setting out of Assets and Liabilities and other debit and credit 
balances in a haphazard manner is most confusing to the average share- 
holder and unfortunately is often adopted to withhold the true financial 
condition from the shareholders. In such circumstances it is left to the 
intelligence of the shareholders to compile the figures for themselves if 
they require specific information. 

In no circumstances should the intelligence of shareholders be played 
upon. Every shareholder is entitled to the fullest information that it is 
reasonably possible to give him and he should, therefore, at least be 
assisted to understand a Balance Sheet by setting it out in as intelligent 
and straight-forward manner as possible. 

Reverting to the actual figures appearing in the foregoing Balance 
Sheet it will be observed that the total of the “Current” Assets represents 
202:26 per cent. of the “Working Capital,” while the “Current” Liabilities 
represent 102:26 per cent. thereof. The ratio of “Current” assets to 
“Current” liabilities is, therefore, approximately 2: 1. Since, in the 
absence of information as to whether or not there is a likelihood of the 
Bank calling up its overdraft or the depositors withdrawing their money 
within one year, the amount due to the Bank and depositors has been 
treated as a “Current” liability, the composition and nature of the ““Work- 
ing Capital” does appear to be adequate, as it is probably unlikely that the 
Bank would call up all the Overdraft within the year. 

It will also be seen that the percentage of “Working Capital” to total 
“Shareholders Funds” is 36°82. This percentage appears to be quite 
satisfactory for a mercery manufacturing business. 

Nevertheless, the percentage of stocks on hand at 118-33 of the “Work- 
ing Capital” and the percentage of Sundry Debtors at 80°78 of the 
“Working Capital” does suggest, prima facie, that either too much is 
locked up in Stocks or too much is out with Sundry Debtors. This is 
not conclusive, however, as much will depend upon what the stocks 
requirements are, the number of times such stocks are being turned over 
in the business and just how many weeks’ average credit sales are 
represented by the’ balances owing by Debtors. Such information can 
be ascertained only by examination of the Manufacturing and Trading 
Account. 

Compare this Balance Sheet with the orthodox one published by the 
Popular Manufacturing Company and you will readily perceive the 
advantages of its layout. The same figures are used entirely, yet the 
manner of their presentation will indicate to readers whether or not the 
Company is possessed of “Stability,” whether suffering from over- 
capitalisation or under-capitalisation or not, and its net tangible position 
generally. 





Most accountants who have given any thought to the question will 
share Mr. Beech’s impatience with the orthodox form of Balance Sheet. 

There are, however, indications that accountants and directors in 
Australia are showing a tendency to follow the lead given by many 
important companies in England to shake themselves free from the 
shackles imposed by convention in the presentation of financial statements. 
The publication Among the Balance Sheets, Gee & Co. Ltd., which 
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reviews the developments that have taken place in Great Britain in recent 
years and the results that have attended the efforts of financial writers 
in that country, particularly the Editor of the Finance and Commerce 
column of The Accountant, to improve the intelligibility of Balance 
Sheets, have aroused great interest in Australia. 

Moreover, the passing of the latest Companies Acts in the various 
States, particularly the Victorian Companies Act of 1938 (in which the 
specimen form of Balance Sheet used in the old Act was discarded in 
favour of a more general prescription as to the form and content of 
Balance Sheets) has also had a most beneficial effect. 

The form of Australian Company Balance Sheets generally has shown 
an extraordinary improvement in the last few years. A most interesting 
example which has recently come under notice is the Balance Sheet of 
Crapp and Hawkes Ltd., of Adelaide, for the form of which it is under- 
stood Mr. C. A. E. Sullivan, a member of the South Australian Divisional 
Council of the Commonwealth Institute of Accountants, is responsible. 

The Balance Sheet and accompanying Statements are reprinted 


hereunder. 
CRAPP & HAWKES LIMITED 


BALANCE SHEET AS AT 30th JUNE, 1941 











Comparison 
30/6/40 FIXED ASSETS— 
25,215 Freehold Properties valued at cost price .. £25,215 
1,415 Plant—Motors at cost less depreciation .. .. 1,645 
700 Fixtures and Office Plant at cost less 
£27 330 depreciation .. .. .. is) Neat Sabie 640 
£27,590 ——= £07,500 
CURRENT ASSETS— 
Sundry Debtors (after deducting provision 
for doubtful debts, £1,600, and reserve for 
£28,775 discount, £600) . £31,682 
Stocks on Hand and ‘Afloat valued at cost 
33,304 price .. a hl aan car 
75 Cash on Hand and Deposits ae a 74 
£62,154 —— 62,674 
£29, £90,174 
DEDUCT: 
CURRENT LIABILITIES AND PROVISIONS— 
£19,745 Bank of Adelaide .. .. Sere 
17,750 NE ck nc es am on ou ce ee 
2,385 I ne Li 2,491 
5 Proween Ger TURAN 2... os cs oe cs oe 2,000 
38,602 
£41,180 : 451572 
748.304 TOTAL NET ASSETS... .. .. r £51,572 
Re presenting—Shareholders’ total Investment 
in the Company as follows :— 
AUTHORISED CAPITAL— 
100,000 Shares of £1 each .. .. .. .. .. .. £100,000 
Less Unissued Shares .. 000 
CAPITAL SUBSCRIBED AND FULLY 
£35,000 yy 8 ae , £35,000 
Of which— 
Paid up in Money .. .. £30,000 
Paid up otherwise than in Money 5,000 


RESERVES AND SURPLUS— 
£8,887 General Reserve .. .. .. 5 ah iin leis 
Appropriation Account .. .. . > eee ae 4,668 
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PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 30th JUNE, 1941 











Comparison 
30/6/40 
£25,878 GROSS PROFIT on ae Sata Ge eae £26,031 
Rent Received .. .. ohare ee ex 372 
£25,878 £26,403 | 
LESS— | 
£18,350 Gomeral Basemses ... 66: cc <o 0 00 a+ 0s ‘EERO 
150 Directors’ Fees .. . 150 
1,600 Provision for Discounts ‘and Doubtful Debts 450 
311 EPRI oi ne 60 se? oe Ta 00 ee es 339 
£20,411 ——_ 20,335 
£5,467 Which leaves a NET PROFIT of .. .. .. £6,068 


Carried to the Appropriation Account. 





APPROPRIATION ACCOUNT FOR THE YEAR ENDED 30th JUNE, 1941 
Comparison 


£1,971 BALANCE BROUGHT FORWARD on 
June 30th, 1940 .. .. . £4,417 
£921 LESS amount transferred to "General "Reserve £3,017 
And Dividend at 8% paid 30th September 














1,050 ’ 

4,417 
£1,971 Nil 
= 

To which is added the 

NET PROFIT for the year ended 30th 
£5,467 June, 1941 .. . 6,068 

LESS Interim Dividend at 8% 0 ; paid 31st 
1,050 Maree, T5961 .. «+ «- 1,400 
Pn Leaving a gee ‘AVAILABLE as 
£4,417 at 30th June, 1941, of .. .. . £4,668 
—— From which 

It is proposed to pay a final Dividend 

£1,400 of 8% . £1,400 





And to transfer to the General Reserve 
ea ee eee 






3,268 

£4,668 
—_—=—__s 
Editor, The Australian Accountant. 
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